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LETTER OF TRANSMITTAL 

C. H. BHABA 
CHAIRMAN 
Study Team on 
Economic Administration 

New Delhi, 

Dated the 15th April, 1967. 

Dear Mr. Hanumanthaiya, 

The Study Team on “Economic Administration” which was set 
up by the Administrative Reforms Commission in May, 1966, to 
ascertain facts, locate problem areas and make suitable recom¬ 
mendations, has finished its task. In a task of this nature, the limita¬ 
tion of time invariably has its impact on the scope of enquiry and 
the methodology used. In a field like Economic Administration, the 
impact has been all the greater owing to the enormous number of 
points where Government comes in contact with industry, trade and 
commerce. We have, therefore, made a deliberate choice of such 
sectors of economy and instruments of Government regulations 
which, in our view, have a strategic importance in the process of 
economic development. While we have mainly concerned ourselves 
with the problems of administration, steering clear of basic policies, 
it has not always been possible to refrain from expressing com¬ 
ments on the appropriateness of the strategies employed by the 
Government in economic administration. Having taken the Govern¬ 
ment’s basic objectives for granted, we have felt free to express our 
opinion on the soundness or otherwise of the administrative devices 
and mechanisms adopted for achieving them. We have also made 
concrete suggestions regarding alternative administrative arrange¬ 
ments which, we feel, will achieve these objectives more effectively 
and more speedily. The consideration of the administrative cost 
versus the benefit conferred on society has been constantly kept in 
view. 

2. The accompanying Report is an outcome of our joint effort. We 
will be amply rewarded if it helps the Administrative Reforms Com¬ 
mission in solving the innumerable administrative problems crying 
for redress in this field. 
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3. I feel it my duty to mention here about the excellent help and 
guidance we have received from Mr. Mirani in this effort of ours. 
But for Mr. Mirani’s great itfal and devoted energies to our task, we 
would not have either completed our work in this short period nor 
would have been able to formulate many of the constructive Sugges¬ 
tions which are incorporated in this Report of ours. My cblte&gtt&F 
and I are deeply appreciative of Mr. Mirani’s great and godd Coopera¬ 
tion in this work entrusted to us. 

Yours sincerely, 
Sd/- 

(C. H- Bhaba> 

Shri K. Hanumanthaiya, 

Chairman, 

Administrative Reforms Commission, 

Government of India, 

mo Delhi. 







Chapter I 
INTRODUCTION 

1.1. The Resolution of the Government of India setting up the 
Administrative Reforms Commission entrusted the Commission with 
the responsibility of making recommendations over the entire area 
of governmental activity. Economic Administration is one of a few 
specific areas illustratively mentioned in the Government Resolu¬ 
tion. 

1.2. Inevitability of Government Intervention. —The field of Econo¬ 
mic Administration is particularly vast and expanding. Even in 
countries which swear by free enterprise, the State plays an increas¬ 
ing role in the field of economic affairs. It stabilises aggregate 
demand or purchasing power; it promotes expensive technology; it 
restrains wages and prices to prevent inflation; it makes provision 
for the technical manpower needed by industry and it constitutes 
probably the biggest buyer. The above enumeration of the State’s 
tasks is by no means exhaustive and is meant only to . indicate the 
enormity and the all-pervasive character of Government’s interven¬ 
tion in the economic activity. 

1.3. The role of the Government is all the greater in a country 
which has set before itself the objective of a planned economic 
growth. Even apart from the objective of economic development, 
planning seems to be an imperative of an advanced technology owing 
to its enormous requirements in terms of time, capital, specialization 
and organization. The scale on which the modern industrial enter¬ 
prises operate has little resemblance with the old-fashioned market- 
oriented activity. “The enemy of the market is not the ideology but 
the technology.”. 

1.4. Limitations of the Market Mechanism.— In a planned economy 
with specific targets of achievement for the various sectors of 
economy, some reliance on physical control seems indispensable. 
Controls, as an instrument to subserve the requirements of planning 
should, however, not be more detailed than the Plan itself. The 
Plan which enumerates broad aggregates and overall objectives is 
better served "by a judicious combination of physical controls and 
fiscal and mohetary checks and incentives along with the vigilant 
governmental intervention at strategic points. 
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1.5. Physical controls can be effectively and fruitfully employed! 
to achieve precise, detailed and quantified aims. They are easily 
vitiated when more is controlled than is planned and controllers are 
left without any definite guide-lines for rational decision-making. If 
the administrative interference has the objective of shaping the 
economy according, to the projections of the planners and the social 
preferences of the Government, it should be guided by dearly- 
defined aims and specific criteria. Throughout our deliberations wb 
have set before ourselves this paramount need for ineareasing speci¬ 
ficity in administrative processes. It is grafted that the market 
mechanism works satisfactorily when changes in the economy are- 
small relative to the absolute magnitude involved but is insufficient- 
when development involves basic structural changes ih the economy. 
It is also granted that the free play of the market forces wiH wot. 
result ih the achievement of the desired economic • development awd 
in particular will Hot be conducive to the achievemeht df the adeem¬ 
ed social objectives like the prevention of concentration of ecOnw m ftr 
power, the regional dispersion of industries, etc. The rrtaritet has 
its faults but planners and politicians are rarely able to approach its- 
record in judging the quality of investment propositions. To fhW 
extent Government intervention supercedes market mechanism, it: 
has to be fully informed about the economic implications of the 
several choices normally available. 

1.6. Within the framework of broad aggregates laid down by the- 
Plan, we feel there is a considerable scope for the market mechan¬ 
ism to operate. Instead of seeking to achieve detailed targets through- 
the control mechanism, the Government should bring about the 
desired results by controlling the flow of inputs in the shape of 
finance, foreign exchange, credit etc. and by channelising them, 
towards the desired fields. 

1.7. Well-defined Criteria.—Having accepted the need for Govern¬ 
ment intervention, we believe that the executive discretion, as far 
as possible, ought to be eliminated and Government action should 
be regulated according to well-defined and specific criteria. An 
economic plan implies corresponding plan of implementation and 
needs a plan of strategic controls. While assessing the efficacy- *t 
the several controls we have come to the conclusion that the needs 
Ui specific controls should be pre-determined on objective considera¬ 
tions and published for general information. The Red Book under 
the Import Control Order today determines the entitlement of 



importers based on the Government’s assessment of their require¬ 
ments, vis-a-vis, the available resources. We have recommended 
the extension of this principle and a pre-determination of Govern¬ 
ment’s policy in several other sectors like the allocation of credits 
to different industries for the import of capital goods; allocation of 
foreign exchange for the import of current inputs, based on the 
Government’s judgement about the feasible ahd the desirable level 
of indigenous content in the manufacture; the allocation of foreign 
exchange for different invisible items of expenditure; desirable debt- 
equity ratio; the correct equity-preference ratio, etc., which are now 
sought to be brought about by the Capital-Issues Control and the 
maximum permissible rates of royalties and knowhow fees to be 
paid to foreign collaborators, based on an evaluation of the techno¬ 
logical development achieved within the country. We feel that 
with a prior determination of the Government policy in these mat¬ 
ters, the individual entrepreneurs will have considerable freedom to 
operate without having to justify their every single act to numerous 
administrative authorities. In short, we would like to see the 
emergence of what could be called a “Red Book’’ regime. 

1.8. The Extent of Control.— The extent to which our economy is 
controlled can be guaged from the following facts. The Department 
of Administrative Reforms, while making a review ctf several con¬ 
trols exercised by the various Ministries found that there were 275 
different Controls in operation; 244 of them related to food and agri¬ 
culture and pertained to restrictions on price or distribution or move¬ 
ment across State borders. 

1.9. We have examined the functioning of various controls and 
assessed their effectiveness in achieving the objectives aimed at. An 
assessment of their functioning in quantitative terms bristles with 
obvious limitations because it is not always possible to establish a 
direct cause and effect relationship between constantly changing 
situations with the several administrative tools in use. The best 
we could attempt was to start from observed phenomena and to 
analyse their causes so as to assess the role played by the Control 
System and to determine its favourable and unfavourable effects on 
the evolution of the economy. We examined the mechanism where¬ 
by decisions governing the magnitude and the direction of the con¬ 
trolled flows are reached but our judgements are based not merely 
-nfl deductions but direct observation as well. 
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1.10. While examining the operation of the several controls, we 
have taken into consideration the level at which the policy is formu¬ 
lated, the various Government authorities involved in the process, 
the enforcement machinery and the speed with which individual 
cases are decided. The operation of these controls imposes a heavy 
strain on the administrative machinery. We have also been mindful 
of the considerable cost involved in setting up the machinery to 
enforce the Government regulations. Even the consideration of 
economy alone would justify a drastic simplification of procedures 
and elimination of redundant regulations, wherever practicable. 

1.11. Constant Review. —Regulations and controls intially imposed 
on excellent justification sometimes come to acquire a respectability 
of their own and passage of time gives them a certain amount of 
acceptability irrespective of the changed context. It is, therefore, 
quite imperative that a built-in system of review should be devised 
to ensure that they continue to be responsive to altered conditions 
and the administrative machinery possesses the resilience for mak¬ 
ing quick adjustments to suit the changed circumstances. It is not 
uncommon that regulations introduced for a specific purpose continue 
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associations exist they, should be closely linked in Govern¬ 
ment deliberations; 

(3) There should be a certain amount of stability in policy 
and procedures and frequent changes ought to be avoided. 
Ignorance of the relevant regulations is not only a source 
of annoyance but can be a cause of corruption and bureau¬ 
cratic exploitation; 

(4) Since the rules cannot contemplate all possible situations, 
a certain strictly limited amount of discretion to the 
executive authority is unavoidable., Exercise of discre¬ 
tion should not be arbitrary but should be guided by well- 
known, -dearly .defined, and properly publicised objective 
criteria. This indicates the need for an increasing speci¬ 
ficity in Government regulations, and minimum of ad hoc 
consideration; 

(5) The operation of controls can lead to harassment and cor¬ 
ruption if it is shrouded in mystery. The names of the 
beneficiaries, whenever practicable, should be published 
for public knowledge; 

(6) A member of the public aggrieved by the decision of a 
public functionary does have the liberty of recourse to the 
higher administrative authority for appeal. Higher offi¬ 
cers, though generally fair-minded, are handicapped by a 
departmental thinking which is inevitable to those immers¬ 
ed in the day-to-day activities of a Government agency. 
A forum has, therefore, to be prodded to hear appeals 
and representations wherein points-of-view other than 
those of the concerned department are readily appreciat¬ 
ed; 

(7) There should be a progressive and constant rationalization 
and simplification of the procedures. While devising 
procedure, the paramount consideration of clientele- 
satisfaction must receive the utmost attention; 

(8) To eliminate avoidable delays which arise from the offi¬ 
cial lassitude and unresponsiveness to public, time- 
schedules ought to be prescribed for the various stages 
and any breach thereof seriously viewed. 



1.13. ‘Ecwnemic Administration in the field 4Mhi*t*ies is dyna¬ 
mic and constantly subject to change. This dynamism and periodic 
change did pot majce it worthwhile for the Study Team to make any 
■detailed organizational studies because the results might have 
become out-of-date at any moment. "What is appropriate in a field 
like Economic Administration is to undertake a study of the strate¬ 
gies employed by the Government in the achievement of the several 
•economic objectives. The word “strategy” is capable of varying 
interpretations. It is used here in the sense of something short of 
basic policy but Certainly more than administration or mere tactics. 

1.14. The Study Team consequently had a good look at the various 
tools employed in the strategy of industrial development, e.g., ihe 
control over investment via the industrial licensing mechanism, con¬ 
trol over capital-issues, Government machinery for the approval of 
the foreign tetiteikafl and 'financial collaborations, price and distribu¬ 
tion controls and exchange control. We have also ^devoted some 
thought to the numerous Government measures to promote exports 
which have a vital role to play in the process of economic develop¬ 
ment, and assessed the performance of the several institutions that 
have been set up for carrying out these objectives. Capital is the 
most vital resource for development and we have, therefore, examin¬ 
ed the working of the important financing institutions which have 
been set up tpr providing capital in the industrial •sector. Lastly, the 
■monetary poUcy of the Reserve Bank which, in conjunction with 
the fiscal policy of the Government has a decisive impact on the 
industry, trade and commerce of the country, has been examined in 
brief so as to ensure that the institutional set-iy? incharge of policy 
formulation is geared to the requirements of the .economy and is 
resDfinsive to its needs- 



Chapter II 

'STRATEGY OF INDUSTRIAL DEVELOPMENT—CONTROL 
OVER INVESTMENT 

2.1. Imperatives of a Planned Economy.—Today no one seriously 
^Egues that the free and unimpeded mechanism of market forces 
-would lead to the maximisation of national income without arty cons- 

qr deliberate active economic policy designed to influence the 
.amount, the composition and the direction of investments. A country 
embarking on a programme of a rapid growth involving a structural 
transformation of its economy cannot rely on market forces, respond¬ 
ing only through the price signal to bring about the required invest¬ 
ment because, 

(a) complementarity of industries is so great that simultaneous 
inducements rather than hope for autonomous coincidence 
of investments are necessary; 

<b) because of the indivisibility and lumpiness of capital 
considerably large changes are involved. Price mechan¬ 
ism works perfectly only under the assumption of small 
changes; 

(c) capital market is notoriously imperfect. 

22. The question is not whether programming is necessary but 
bow far should the programme extend, what it should cover, and 
Hjjhgt degree of freedom it should leave between and within the 
'various economic sectors. We are approaching the subject of the 
Government control in the industrial field with the following 
assumptions: 

(a) Government’s intervention should be restricted to the 
structural framework of the economy rather than to pro¬ 
cesses within this framework; 

(b) Only strategic decisions should be taken by Government 
leaving the tactical ones to the entrepreneur. 

23. Industrial Licensing—Background.—The most important legis¬ 
lation governing industries is the Industries (Development and 
Jfayilation) Act of 1951. Under the provision of this law, estab¬ 
lishment of industrial units in the Scheduled industries is regulated 
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lay the issue of licences. While this is the instrument for the regula¬ 
tion of industries, the policy of the Government is determined in the 
Industrial Policy Resolutions. The last Industrial Policy Resolution 
is dated 30th April, 1956 (Annexure I). This Industrial Policy Reso¬ 
lution demarcates those fields which are reserved for public sector 
and those in which private sector is supposed to have the initiative. 
Industries listed in Schedule ‘A’ of this Resolution are reserved for 
the public sector and their future development is the exclusive res¬ 
ponsibility of the State. Industries included in Schedule ‘B* are- 
meant to be progressively state-owned but private enterprise is also 
expected to supplement the efforts of the State. All other industries^ 
which are not indicated in these Schedules are left to the initiative- 
and enterprise of the private sector. 

2.4. Apart from the demarcation of the industries in various sec¬ 
tors, the Industrial Policy Resolution goes on to spell out the various- 
objectives which the Government have to keep in view in their 
Industrial Policy. The Industrial Licensing Act, as the main tool* 
for carrying out the Industrial Policy has the following objectives: 

(a) Regulation of industrial development in accordance with 1 
the planned priorities and channelisation of investment 
into priority industries. 

(b) Avoidance of concentration of ownership and control of 
industries. 

(c) Prevention of locational concentration so as to encourage- 
dispersal of industries to under-developed regions. 

(d) Prevention of undue competition between large scale- 
industries and small and cottage industries. 

(e) Optimum utilisation of the scarce foreign exchange re¬ 
sources. 

2.5. Under Section 29(b) of the Industries (Development and 
Regulation) Act, 1951, the Central Government has powers to exempt 
any industrial undertaking or any scheduled industry or class of 
scheduled industries from the operation of all or any of the provi¬ 
sions of the Act. In pursuance of this provision, a Notification, was : 
issued dated 26th February, 1960 to the effect that all industrial' 
undertakings in the scheduled industries which employ less than. 
100 workers and which had fixed assets not exceeding Rs. 10 lakhs ia 
value were exempted from the licensing provisions of the Act. This- 
exemption was extended to all the industries included in the Sche¬ 
dule except industries pertaining to coal, lignite, coke etc. By at 
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subsequent Notification dated 13th February, 1964, all undertakings 
other than undertakings pertaining to coal, textiles and roller 
flour milling industry, oil seed crushing, vanaspati, leather and 
matches having fixed assets not exceeding Rs. 25 lakhs in value have 
also been exempted from the licensing provisions of the Act. While 
issuing this notification, it was clarified that the relaxation was 
primarily intended to give a fillip to industries which could be set 
up with indigenous equipment and which required only indigenous 
raw materials so that these industries would be able to go ahead 
without having to seek any clearance from Governmental authori¬ 
ties. While stipulating that such industries would have to register 
themselves with appropriate authorities before they went into pro¬ 
duction, it was also clarified that such registration would be auto¬ 
matic and was intended only for statistical purposes. 

2.6. Ihere has been some further thinking on the question of 
liberalisation of industrial licensing and by a Notification dated 13th 
May, 1966, 11 industries have been exempted from the licensing 
provisions of the- Act irrespective of the investment involved. The 
industries are: iron and steel castings and forgings, electric motors 
(nof exceeding 10 H.P.), pulp, power alcohol, solvent extracted oils, 
glue and gelatine, sheet and plate glass, optical glass, fire bricks, 
Portland cement, plywood. In Government Resolution dated 7th 
July, 1966, 2 more industries, namely, paper and newsprint and hand 
tools were “decontrolled”. 

2.7. Recently, on 14th November, 1966, 29 more industries were 
exempted from the licensing provisions of the Act. The main consi¬ 
derations kept in view in the selection of these industries were: 

(i) Industries that did not involve a substantial import of 
components or raw materials; 

(ii) Industries which do not hamper the growth of the small 
and cottage industries; 

(iii) Industries that have an export potential. 

2.8. Some freedom to the industrial units to diversify production 
by the manufacture of new articles without any licence under the 
Industries (Development and Regulation) Act, has been given to 
both the engineering and non-engineering industries, provided, 

(a) no additional plant and machinery is installed except minor 
balancing equipment procured indigenously; 

(b) no additional expenditure of foreign exchange is involv¬ 
ed; 
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(c) the diversified production does not exceed 25 per cent of 
the total production; 

(d) the diversification does not include 71 specified industries 
in order to afford protection to small scale industries. 

2.9. The progressive exemptions and relaxations mentioned above 
clearly indicate that the move towards freedom from controls is 
quite unmistakable. In the context of the retarded industrial deve¬ 
lopment in the last few years, it also shows the Government’s anxiety 
to stimulate economic recovery through progressive decontrol. 

2.10. Procedure.—The procedure for the submission of applica¬ 
tions for licences and their processing by various authorities is laid 
down in the Registration and Licensing of Undertakings Rules, 1952. 
These rules provide for the consideration of all applications by a 
Licensing Committee consisting of the Secretary, Ministry of Indus¬ 
try, as the Chairman, representatives of other Ministries, Planning 
Commission, State Governments etc. On each application, the 
Licensing Committee makes its recommendations to the Govern¬ 
ment, who then take the final decision. The composition and func¬ 
tions of the Licensing Committee are as shown in Annexure II. On 
receipt of the application, copies are sent to the DGTD/Textile 
Commissi oner /Jute Commissioner/Deptt. of Company Law Admin¬ 
istration/Director of Industries of the State concerned/Administra- 
tive Ministries for examination and comments. The information re¬ 
garding the transport requirements is supplied to the Ministry of 
•Railways and regarding fuel requirements to the Ministry of Mines 
and Metals. Based on the comments of the various authorities, a 
note is prepared for the consideration of the Licensing Committee. 
After the Emergency, in order to obviate delays, the representatives 
of the State Governments are not required to attend all the meet¬ 
ings. Local meetings are held normally at intervals of a fortnight. 
The meetings of the full Licensing Committee including State repre¬ 
sentatives are being held at intervals of 2-3 months. 

2.11. The form in which the summary is prepared for the consi¬ 
deration of the Licensing Committee contains the details about the 
party applying for the licence, the party’s relation or connection with 
any well-known business-house, the proposed capital structure and 
the source from which capital is proposed to be raised, the foreign 
exchange requirements for capital goods and import of raw mate¬ 
rials, whether any foreign collaboration is envisaged, the proposed 
phased manufacturing programme, the technical feasibility of the 
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project according to the judgment of the DGTD and other technical 
authorities, clearance from the Deptt, of Company Law and Rail¬ 
ways, the comments, if any, from the Development Commissioner, 
Small Scale Industries whether the proposed unit will jeopardise 
the working of the small scale units in the field etc. 

2.12. To obviate the necessity of all cases coming up to the. 
Licensing Committee, some delegations have been made by this 
Committee. The following categories of applications are generally 
disposed of, without reference to the Licensing Committee subject 
to the State Government or Governments concerned having no 
objection and provided the schemes are found satisfactory afte* 
technical scrutiny: 

(a) Where it is necessary to regularise the manufacturing 
activities of existing industrial undertakings; 

(b) Where a change of location within one State or from one 
State to another is proposed; 

(c) Where the production of new articles is proposed and such 
production does not involve installation of any additional 
machinery or the use of imported raw materials. 

Under the existing arrangements such cases need not be submitted 
to the Licensing Committee and final decision can be taken by the 
Administrative Ministry concerned. 

2.13. A review of the Industrial Licensing Policy is made every 8 
months by a Committee of Officials headed by a Joint Secretary of 
the Ministry of Industry. The main outcome of the deliberations of 
this Committee is the working out of a “banned” list of industries 
where adequate capacity has already been licensed and where i* 
consequence there is no scope for further licensing. Applications 
relating to these industries are rejected without prior reference to 
the Licensing Committee. This list is worked out on the basis of 
recommendations received from the sponsoring authorities Jifee the 
DGTD and other organisations like the Planning Commission, the 
CSIR etc. 

2.14. Under the existing procedure, references to the Licensing 
Committee are made only in cases where applications have been 
recommended by the Administrative Ministry. An application which 
is not recommended by the Administrative Ministry is not referred 
to the Licensing Committee, but is placed before a Committee term¬ 
ed as Rejection Committee presided over by a Joint Secretary Hr the 
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Ministry of Industry. The composition and the functions of this 
Committee may be seen in Annexure II. 

2.15. The recommendations of the Licensing Committee and the 
Rejection Committee are then placed for the approval of the Minis¬ 
ter of Industry. Finally, the Licence or the Letter of Intent or the 
Rejection Letter is issued by the Administrative Ministry concerned. 

2.16. Procedural Simplifications.—In 1963, the Government ap¬ 
pointed a Committee, called the Industries Development Procedures 
Committee to examine the present procedures which were seen to 
be causing inordinate delays and the consequent set-back to the 
establishment of industrial units (popularly known as Swaminathan 
Committee). In its report, given in 1964, the Committee gave a 
formal recognition to what is called, the Letter of Intent. The Com¬ 
mittee recommended that the Letter of Intent should be issued with¬ 
in a month or so where the licences cannot be issued straightaway, 
but where Government sees no objection, in principle, to the grant 
of licences at a later date. The Letter of Intent broadly indicates 
the conditions subject to which the Government would be prepared 
to consider the grant of a licence and also specifies a definite period 
within which the applicant should come up with specific proposals 
regarding the terms of foreign collaboration, if envisaged, import of 
capital equipment, if involved, and the issue of capital. The Com¬ 
mittee also recommended that industries should be divided into 
“key” and “non-key” categories. Under the new procedure, the 
Committee recommended that licensing applications in respect of 
“key” industries should be expeditiously dealt with. After issue of 
the Letter of Intent, the entrepreneur should put in simultaneous 
applications for the allocation of foreign exchange for the import of 
capital equipment, the issue of capital and the foreign collaboration 
arrangements. All these issues were to be settled simultaneously so 
as to avoid delays. 

2.17. The Administrative Reforms Department recently conduct¬ 
ed a study to assess the impact of this new procedure and came to 
the conclusion that the new procedure had not made much material 
difference in hastening the process of industrial licensing. Prior to 
the introduction of the new procedure, the average disposal time for 
applications for industrial licences was about 165 days. The dis¬ 
posal time came down to 131 days after the introduction of the new 
procedure. 
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2.18. The Committee itself had suggested that the Committee 
should be reconvened after a year or so to assess the results of the 
recommendations and to suggest any modifications, if necessary. 
-Consequently, this Committee was reconvened and they have 
submitted a Report to the Government recently. They have now 
made the following recommendations to expedite the process: 

<a) The Ministry of Industry should itself undertake to issue 
the final order based on the recommendation of the 
Licensing Committee instead of depending on the Admin¬ 
istrative Ministry concerned to prepare this order and 
transmit it to the Ministry of Industry for issue. 

(b) According to the present practice, cases are brought up 
for consideration of the Rejection Committee even when 
both the Administrative Ministry and the Technical 
Adviser agree that the licence need not issue. It has been 
recommended that in such cases the Rejection Letter 
should be issued by the Administrative Ministry straight¬ 
away and the case merely reported to the Licensing Com¬ 
mittee. 

(c) There should be a properly staffed co-ordination cell in 
the Ministry of Industry to keep a proper track of indus¬ 
trial licensing cases pending in the various Administrative 
Ministries. 

(d) The procedure of simultaneous consideration of applica¬ 
tions relating to foreign collaboration agreements, capital 
issue and import of capital goods etc. based on the recom¬ 
mendation of this Committee had not worked well in 
practice. In the last two years, only 4 or 5 cases could 
be considered in this fashion. The Committee have now, 
therefore, suggested that no special stress.need be placed 
on this. 

(e) The Committee noted that in a large proportion of cases, 
the period of validity of the Letters of Intent/Licences 
had been extended somewhat generously. In order to 
avoid capacity being blocked, and to ensure the establish¬ 
ment of adequate capacity in time and to facilitate more 
energetic and enterprising parties, the Committee recom¬ 
mends that the lapses of Letters of Intent and the revok¬ 
ing of licences should be strictly enforced. Adequate time- 
should be permitted at the- very outset looking to the 
complexity of the industry. 
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(f) In order to encourage early implementation of industrial' 

projects and to reduce unnecessary controls, the Com¬ 
mittee has suggested that, generally speaking, industries 
which do not involve the import of capital goods or raw 
materials should be exempted from licensing provisions- 
of the Act. It should be left to the economic judgment of 
the entrepreneur to decide whether or not he will enter' 
the field and whether he will make an investment and to 
what extent. In these fields the targets laid down by the 
Planning Commission should serve as indicators. Based’ 
on this analysis, the Committee has recommended some 10* 
industries to be exempted from the licensing provisions of 
the Act. 

(g) The Ministry of Industry which is charged with the co¬ 
ordination of the activities of the various administrative 
Ministries in the industrial field should keep a closer liai¬ 
son with these Ministries for the speedy approvals to the- 
foreign collaboration agreements. 

(h) Applications from entrepreneurs in the private sector 
should not be rejected because a public sector unit is 
contemplated to be set up. Large public sector projects 
take considerable time to reach full production and the 
country, in the meanwhile, is compelled to rely on im¬ 
ports. 

2.19. By their order dated 7th July 1966, the above recommenda¬ 
tions have been accepted by the Government except the one relat¬ 
ing to decontrol of certain industries. On the recommendations of 
this Committee two further items, namely, paper and newsprint and 
hand-tools have been “decontrolled”. 

2.20. When an industry is exempted from the licensing provisions 
of the Act, any entrepreneur can set up a unit without obtafhing a- 
licence under the Act. Industrial units falling in the field of sche¬ 
duled industries have to get registered for statistical purposes. This- 
registration is automatic when the unit does not require any assist¬ 
ance from the Government in the shape of imported capital goods car 
raw materials and components. In case, capital goods or raw mate¬ 
rials have to be imported, registration becomes something more than 
mere routine. In such cases the DGTD consults the concerned 
administrative Ministry and the Ministry of Industry sets in motion. 
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a procedure which is exactly analogous to industrial licensing proce¬ 
dure. Since a vast majority of Industrial units in the field of sche¬ 
duled industries require either imported capital goods or raw mate¬ 
rials or components, exemption from licensing provisions serves very 
little purpose indeed. For non-scheduled industries, registration is 
optional. Only units requiring imported components or capital 
goods come up for registration and in effect go through the same 
procedure as is prescribed for industrial licensing, since, in such, 
cases, the scrutiny is of the same standard and allocation of raw 
materials and components is permitted only when all the other 
aspects are found satisfactory according to the industrial policy fol¬ 
lowed from time to time. 

2.21. Appraisal of the Technique.—The Study Team does not ques¬ 
tion the objectives which the Government have formulated in their 
industrial policy and which the industrial licensing procedure seeks 
to achieve. We, however, have examined whether the tools employ¬ 
ed by the Government have led to the anticipated results or whether 
they are capable of achieving the desired result at all. We have not 
restricted ourselves to the examination of the industrial licensing- 
system from the point of view of expediting disposal and cutting 
Out delays but have sought to assess its success in achieving th°- 
Government’s objectives. 

2.22. The progressive exemption given to a number of industries 
fiom the licensing provisions of the Act does not serve much pur¬ 
pose. It only postpones the Government scrutiny of the various 
aspects of the proppsed industrial venture from the licensing stage 
to the subsequent stage of registration. An industrial unit of a- 

scheduled’ industry has to get registered compulsorily for statisti¬ 
cal purposes. In case it requires foreign exchange for the import 
of capital goods and/or for the import of raw materials or compo¬ 
nents, the registration is much more than statistical and undergoes 
the same examination in the Ministry of Industry and the concerned 
administrative Ministry as a licensing case. If the concept of regis¬ 
tration was devised as a measure of relaxation as compared to the 
rigours of licensing it has certainly failed to achieve the desired 
object. The Study Team on the Directorate General of Technical 
Development under the Chairmanship of Shri H. C. Mathur, M.P., 
examined this question in great detail and came to the following 
conclusions: 

(a) The manner in which registration cases are being process¬ 
ed has made almost a complete nullity of the intention 
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underlying registration. If it represents relaxation of con¬ 
trols over industry, the benefit is at best purely psychologi¬ 
cal. 

<b) Both the licensing and registration cases are judged by 
the same criteria of demand, installed capacity, regional 
dispersal, import requirements, priority and so on. 

(c) By including the non-scheduled sector within its ambit, 
the registration process has demonstrated that the sche¬ 
dule to the Industries (Development & Regulation) Act 
is not what it was supposed to be, namely, a list of indus¬ 
tries of All India importance. 

(d) Although industry is a State subject under the Constitu¬ 
tion (except when public interest is declared by law to 
be involved), the above tendencies are making for an 
increasing degree of centralisation and thus negativing the 
constitutional provision. 

2.23. One of the criteria while considering the applications in the 
licensing Committee is whether the Plan targets of a particular 
industry have already been licensed and whether there is some addi¬ 
tional capacity for which new units can be licensed or expansion 
permitted to existing units. This process pre-supposes a meticulous 
working out of industrial targets for the various industries. “Targe¬ 
tary” in the sense of setting up of quantitative objectives for produc¬ 
tion is an essential part of our planning process. With the assistance 
of a number of Working Groups, the Planning Commission formu¬ 
lates targets for various industries keeping in view the over-all 
development envisaged in the industrial sector. Inevitably, the 
"Working Groups can only calculate a few broad aggregates and 
cannot be expected to work out meticulous targets for individual 
industries. It is one of the functions of the DGTD to formulate 
detailed functional targets and keep them under constant review. 
In this process, the DGTD is helped by various Development Coun¬ 
cils who are required to make recommendations on the industrial 
production, coordination of production programme, norms of effici¬ 
ency, optimum utilisation of installed capacity, standardisation etc. 
There is, however, no inbuilt machinery for making a constant review 
of the development of the various industries which could suggest 
not merely a revision of targets but could al6o make suggestions 
to Government for devising suitable measures to encourage the flow 
of investment in particular directions. 
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2.24. The Study Team did not conduct any case study to estimate 
■the amount of time taken in the various stages of processing the 
industrial licensing applications, because it was felt that the real 
solution did not lie in cutting out delays and expediting disposal 
but in a more fundamental change in the Government’s functions 
in the industrial sector. We, however, conducted a case study to 
find out how far the several objectives of the Industrial Policy were 
being achieved in actual practice by the present system of industrial 
licensing. The findings of this case study may be seen in Appendix 
I, Part II. We are quite aware that the method of case study is 
more appropriate for assessing the performance in a field which is 
amenable to statistical treatment and that the assessment of a sys¬ 
tem designed to serve broad social objectives needs examination 
involving value judgments. We arc also aware that, in the recom¬ 
mendations of the Licensing Committee, reasons for acceptance or 
rejection are not always fully spelt out. Even with these limitations, 
however, we have tried to assess the efficacy of the present system 
in bringing about the desired results. 

2 . 25 . The one finding that the case study brings out in bold relief 
is that there is no pre-determined policy guiding the decisions of 
the Licensing Committee and consequently a large number of deci¬ 
sions are taken on an ad hoc basis. Any number of reasons are put 
forth for licensing units for industries which are on the ‘banned’ 
list. It is difficult to claim any utility for the licensing procedure for 
diverting investment in high-priority industries when roughly l/3rd 
of the licences or Letters of Intent recommended pertain to indus¬ 
tries where no imports at present are allowed and half the cases 
related to industries which Government itself had styled as “non¬ 
key” industries. 

2 . 26 . Direction of Investments. — Licensing under the Act might 
ha /e been effective in serving the negative purpose of preventing the 
establishment of industrial capacity not provided for in the Plan 
and of slowing down of the setting up of the capacity for industries 
considered to be of lower priority, but it has hardly been effective 
in securing an adequate volume of investment in priority industries 
There has been more emphasis on regulation and none on develop¬ 
ment. The time-lag between the grant of an industrial licence and 
the actual establishment of industry has been so much that any 
precise matching of requirements as provided for in the Plan and 
of the capacity licensed under the Act has not been feasible. More¬ 
over, industrial units with fixed assets of less than Rs. 25 lakhs have 
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been exempted from the licensing provisions of the Act. The estab¬ 
lishment of lower priority capa;ity in small and medium sectors 
consequently cannot be controlled under the Act. The licensing 
provision under the Act can, therefore, serve the purpose of regulat¬ 
ing the development accorded to the Plan priorities to a very imper¬ 
fect degree. 

2.27. Concentration of Ownership. —The objective of avoiding the 
concentration of ownership and control of industries cannot be serv¬ 
ed by the industrial licensing procedure. While the licensing powers 
under the Act can be exercised to ensure that an undue number of 
licences for setting up of industrial units are not granted to big 
groups, subsequent transfer of ownership and control cannot be 
regulated under the Act. The Monopolies Enquiry Commission 
have expressed the view that the system of control in the shape of 
Industrial Licensing has restricted the freedom of entry and so help¬ 
ed to produce concentration. We are convinced that the system of 
controls in the shape of Industrial Licensing, however necessary from, 
other points of view, has restricted the freedom of entry into indus¬ 
try and so helped to produce concentration. 

2.28. Regional Dispersal. —The negative purpose of preventing the 
setting up of new industries in congested areas has been more effec¬ 
tively implemented through licensing under the Act than the posi¬ 
tive one of dispersing industries to under-developed regions. The 
latter objective can be more adequately served by providing positive 
inducement and facilities in the underdeveloped regions in the shape 
of transport, power and similar facilities. In any event, the location 
of a large number of industries is mainly determined by considera¬ 
tions like proximity to sources of raw material, availability of cheap 
power etc. It is only a few foot-loose industries whose location can 
be directed on the considerations of regional dispersal. 

2.29. protection of Small Scale Sector. —The protection of small 
sacle sector by utilising the licensing provisions of the Act has ax 
very limited scope. The very fact that units with fixed assets not 
exceeding Rp. ?5 lakhs have been “decontrolled”, reduces the scope 
of this protection. Moreover, there is no specified list of items in 
which considerations like the total investment required and the 
simplicijy of technology would make small scale industries more 
appropccjp$e. The present system of raising the question of small 
scale sectqr wbep particular items come up for licensing is neither 
adequate nor purposeful. 
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2.30. Optimum utilisation of Foreign Exchange.—The objective of 
.proper utilisation of the scarce foreign exchange resources can be 

achieved even without licensing, because the grant of industrial 
.licence does not automatically entitle the entrepreneur to the alloca¬ 
tion of foreign exchange for the import of capital goods for which 
a separate machinery ha6 been created. 

2.31. Blocking of Capacity.—The present licensing system which 
unavoidably lays emphasis on the targetted capacity and the capa¬ 
city already booked has resulted in the most unsatisfactory develop¬ 
ment inasmuch as a number of powerful groups book targetted capa¬ 
city preventing the entry of new entrepreneurs and thus continuing 
their monopoly. Though the targets are exceeded in licensing, keep¬ 
ing in view the period of gestation and the rate of casualty in a 
particular industry, the present licensing procedure does prevent 
some energetic entrepreneurs from making an entry into the indus¬ 
trial field. 

2.32. Procurement of an industrial licence is only the first preli¬ 
minary step to be followed by more important stages in the installa¬ 
tion of capacity and its optimum utilisation. Our preoccupation with 
licensing system as the main instrument of guiding private invest¬ 
ment has led to a situation where other steps like fiscal incentives, 
supply of scarce resources etc. do not get the attention that they 
deserve. 

2.33. The Government undertakes a six-monthly exercise when the 
lists of “banned” industries and “merit” industries are worked out. 
This review takes place at the level of a Committee presided over 
by a Joint Secretary where other Ministries are sometimes repre¬ 
sented by officers of Under Secretary’s level. On the other hand, 
"the implementation of the policy and the consideration of individual 
applications is done at a much higher level by the Licensing Com¬ 
mittee in which the State Governments are also represented. The 
policy formulation takes place without reliable information about 
actual production and production under optimum utilisation condi¬ 
tions, since this information is obtained from the interested parties 
themselves and there is no adequate way of verification. Horizon¬ 
tal division of the industrial sector in large, medium and small scale 

•on the basis of size completely distorts the industry-wise priority 
consideration. 

2.34. No follow-up on Licences.—After the issue of an industrial 
licence the licensee has to submit a progress report to the sponsor¬ 
ing authority till the licensed capacity is installed and is ready to 
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commence production. In case of unreasonable delay on the part 
of the licensee, the case can be recommended for revocation to the 
licensing authority. The case-studies undertaken by the Depart¬ 
ment of Administrative Reforms indicate that action against default¬ 
ers is seldom taken and extensions of time are given as a matter of 
routine. As a result, the possibility of licensed, capacity remaining' 
frozen with defaulting parties, at the cost of more enterprising poten¬ 
tial applicants cannot be ruled out. This flaw has primarily arisen 
because of the fact that at the time of the grant of the licence nothing" 
is committed on the part of the Government except a part of the 
notional capacity available in an industry. Even after the notional 
capacity has been fully booked, a lot of discretion can be exercised 
by the officials for exceeding the limit on the ground of casualties 
etc. This discretion is totally unregulated at present. In view of 
what has been stated above, we cannot help but conclude that the- 
licensing system has not led to the achievement of the social and 
economic objectives for which it ivas designed. We, therefore, re¬ 
commend that the present licensing system should be given up. 

2.35. We do not think that raising the exemption limit upwards 
from the present level of Rs. 25 lakhs will serve any useful purpose. 
Firstly, because the requirement of registration with the DGTD, 
specially when the foreign exchange is required for the import of 
raw materials, components or capital goods, affords no extra facility 
when compared to the existing licensing procedure. Secondly,, 
exemption from the licensing provisions of the Act, given to the 
industrial units having fixed assets of more than 25 lakhs will be' 
practically ineffective in directing the flow of investment in priority 
industry as only a few capital intensive industrial units alone will' 
come under the licensing system. Thirdly, any horizontal division 
between the industries of different sizes can distort the industry- 
wise priorities. 

2.36. Dispersal of Substantive Decisions.—We believe that the 
main fault of the licensing procedure is not that it delays the achieve¬ 
ment of industrial targets but that it absolves the entrepreneur from 
making his own investment decisions. As a matter of fact, in spite 
of the widespread complaints about the dilatory procedure, Indian 
industrialists are today the direct beneficiaries of the protection 
which this procedure affords against competition. The direction of 
the Government in the industrial field should be only at strategic 
points leaving the tactical decisions to the entrepreneur. It is com¬ 
mon knowledge today that the Indian industrialists are making no 
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effort to assess the demand for any given item and conduct no* 
market surveys but depend on the Plan targets as a guide while 
taking investment decisions. Any over-licensing either actual or 
imaginary, raises howls of protests from those who are flourishing 
in a chronic situation of shortages. The remedy, according to us r 
lies in transferring the responsibility for investment decisions where - 
it legitimately lies, namely, with the entrepreneur. 

2.37 The Government has so far relied largely on negative con¬ 
trols and interdictions for achieving the Plan targets. We believe 
that a few selective controls should be accompanied by positive 
action on the part of the Government who should create general 
environmental conditions conducive to investment and offer special 
stimuli to direct investment in desired channels. We do not believe- 
lhat the Indian investor is unmindful of incentives which can be 
offered in the Government’s taxation policy. The fiscal and the' 
credit policy of the Government should be tailored to further the 
industrial policy and a liberal use should be made of the several' 
provisions in the income-tax law which enable the Government to- 
accord selective and preferential treatment in the matter of taxation 
to those industries which are considered essential and of high prio¬ 
rity. Provisions in respect of development rebate, depreciation 
allowance, tax-holiday for new industrial undertakings, tax conces¬ 
sions in respect of intercorporate dividends and tax credit certificates 
for shifting industrial undertakings from urban areas etc. should be- 
so formulated as to give a definite and decisive incentive in confor¬ 
mity with Government’s industrial policy. 

2.38. Investors are chiefly guided by the returns they can get on 
their capital and thus depend to a large extent on the Government’s 
fiscal and other policies. It is neither feasible nor necessary to plan, 
tho output of every little item. The vastly increased complexity and. 
inter-dependence of the developing industrial structure only accen¬ 
tuates the difficulties in the administration of a detailed control; 
which has proved redundant, vaxatious, and wasteful. We do not 
subscribe to the view that, in the context of the limited resources, 
there is no third alternative except total administrative rationing 
or total reliance on market mechanism. We believe that the right 
course would be to give up detailed administrative allocations in 
favour of a few generalised instruments provided by tariffs, fiscal 
and credit policies. When an accelerated rate of growth is imposed' 
upon an economy through planning, the allocation of resources has* 
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to be disentangled from the normal market forces and the move¬ 
ment of relative prices, insofar as these latter are inconsistent with 
the required rate of accumulation and investment. On the other 
hand, it would be fatal to depend entirely on administrative deci¬ 
sions which often are amateurish and sometimes positively harmful. 

2.39. Industrial Licensing has not helped in any way in reducing 
the concentration of economic power because this concentration can 
take place not only at the time of the grant of the licences but by 
subsequent sale of industrial units. We have noticed earlier that 
the Monopolies Enquiry Commission thought that the industrial 
licensing procedure actually encouraged this concentration. They 
•consequently recommended a liberalisation in the licensing policy 
to facilitate the entry of new and small entrepreneurs in the indus¬ 
trial field. We believe that the remedy for avoiding the concentra¬ 
tion of the economic power has to be found elsewhere. While we 
cannot point out any specific provision of law which can be directly 
used for achieving this objective, we feel that the Government could 
take a number of measures in several directions which will mitigate 
the adverse effects of concentration. For instance, some provisions 
of the Company Law especially those relating to inter-corporate 
investments could be utilised for this purpose. The fiscal policies 
•of the Government could also be so oriented as to avoid the emer¬ 
gence, of the phenomenon of concentration. The entry of the public 
•sector in strategic industries which are highly capital-intensive and 
which involve sizeable chunks of investment can also act as a res¬ 
traint. In addition, the Monopolies Enquiry Commission have recom¬ 
mended the setting up of a permanent body charged with the duty 

and responsibility of exercising vigilance and for taking action to 
protect the country against the dangers arising out of concentration. 
We are of the view that the various measures indicated above 
would constitute a more effective weapon than reliance on the 
(industrial licensing procedure. 

2.40. The objective of regional dispersal can be better achieved 
lay positive incentives and fiscal measures rather than by licensing. 
The Government of Maharashtra have a package scheme of incen¬ 
tives for dispersal of industries whereby new industrial units estab¬ 
lished in non-congested areas and existing industries shifted from 
Bombay-Thana region are eligible for several incentives which take 
the shape of relief in electricity tariff, sales tax, octroi duty, water 
royalties, non-agTicultural assessments etc. They are also assisted 
foy Government guaranteeing loans raised by them, Government 
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meeting a part of the cost of the feasibility studies undertaken by 
them, the Government contributing to the cost of housing under the 
Industrial Housing Scheme and by advance supply of building mate¬ 
rials on loan from a revolving stock created by Government, prefer¬ 
ential treatment in Government purchase programme etc. We were 
told that these incentives had not succeeded in shifting any units 
from Greater Bombay to other areas but this would only indicate 
that the incentives were not strong enough. It has certainly helped 
in locating new units away from this congested area. We believe 
that a balanced regional development of the country is better secured 
by a more diffused availability of power and transport facilities and 
by the existence of the “postage stamp rates” for important industrial 
commodities like steel, cement and coal. 

2.41. The protection of small scale industries would be better serv¬ 
ed by working out a list of commodities or items which should be 
reserved for small sector alone. The selection of these items would 
be on the ground, 

(a) that the existing small scale production of a particular 
commodity is adequate to look after the country’s needs; 

(b) that the size of the investment and the type of technology 
required are such that the commodity could well be re¬ 
served for the small scale production- 

The present system of protection of small units on an ad hoc basis 
has not paid dividends and we would recommend that the list o ] 
industries specifically earmarked for the small sector should be 
worked out. We notice that the Government order permitting the 
industrial units to diversify their production subject to some condi¬ 
tions reserves a field of 71 industries for small scale sector. We see 
no reason why a similar list could not be worked out for industries 
whose further development shall be exclusively reserved for the 
small scale units. While working out this list of industries, it is 
important to bear in mind the proper role that the small scale sector 
has to play in the industrial sector in the long run. The small scale 
units have a great future if they are developed as the feeder or the 
ancillary units to supply the requirements of the large scale indus¬ 
try. We will, therefore recommend that the reservation of items or 
industries exclusively for the small scale sector should be done on 
the basis of the following criteria : 

(a) the comparative sophistication of the technology involved; 

42 H. A.—3. 
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(b) the relative importance of labour viz-a-viz capital m the 
production process; 

(c) the existence or otherwise of the possible economies of 
scale. 

2.42. The main object of the licensing procedure however, is the 
proper deployment of scarce resources in keeping with the indus¬ 
trial programme envisaged in the successive Five Year Plans. Re¬ 
sources like land, water, power, transport are limited though the 
acute shortage of foreign exchange has over-shadowed their im¬ 
portance. 

2-43. Allocation of scarce foreign exchange will continue to be 
an over-riding feature in any procedure devised for allocation of 
resources. For the allocation of foreign exchange, we would suggest 
the following procedure. The over-riding consideration is that the 
Government should formulate their policies in advance and not take 
recourse to ad hoc decisions which unnecessarily lead to excessive 
executive discretion. No industry of any size, which can constitute 
a drain on scarce resources, can come up today without foreign 
exchange requirements either for the import of the capital goods or 
for the import of components, raw materials etc. The key to the 
industrial policy of the Government lies, therefore in concentrating 
on this vital function, namely, allotment of foreign exchange. Gov¬ 
ernment must specify clearly in adavnee industries which are of 
such low priority from the social point of view or whose production. 
has been so adequately achieved in the country that no further 
foreign exchange can be earmarked for them. In the absence of any 
industrial licence, entrepreneurs would be at liberty to undertake 
production of these items if they can make do with indigenous re¬ 
sources. If the Government considers some industries not important 
enough even for,the consumption of indigenous resources it should 
be possible to curb the demand for such products and thereby make 
their expansion relatively unprofitable by imposition of sufficiently 
high excise duties. If this is not enough, outright prohibition of 
further capacity is also an alternative available to Government 

2.44. Leaving out the industries for which the Government would 
not be willing to allocate any foreign exchange, or whose expansion 
will be ‘banned’ because of their low priority the administration will 
have to lay down a pattern by which the scarce resources will be 
utilised for the different industries. We may make it clear that the 
ban on some industries would in future operate not on the basis of. 



the targets fixed and the licences issued but on the periodical ap - 
praisal of the progress of industry and the manner in w hich the 
Government proposes to allocate its resources in the shape of capital, 
foreign exchange, credit etc. to the development of specific indus¬ 
try. We would recommend that the Government should work out in 
advance their ‘blue-print of the strategy of industrial development. 
This should enumerate in detail the policy proposed to he followed 
in the allotment of foreign exchange for the import of capital goods, 
the policy in respect of the provision of imported and indigenous 
current inputs, the policy proposed to he followed, under the direc¬ 
tions of the Government, hy the financing institutions, the policy 
regarding the phased manufacturing programme and the guide-lines 
on which the foreign collaboration will he approved. 


2.45 In the Chapter on the ‘Import Control’ we have discussed 
in detail our suggestion that the policy in respect of maintenance 
imports of the industrial units should be systematised and brought 
out in the form of a “red-book” in order to remove the present un¬ 
certainty which prevents industrial units from planning their pro¬ 
duction programmes- The pre-determination of policy will also 
govern the investment decisions of entrepreneurs. As a guide to the 
intending investors the phased manufacturing programme expected 
from an industry and the exact percentage of imported components 
which will be permissible for a specified industry ought to be clear¬ 
ly narrated in this policy document. The inter-se priority attached 
to an industry will be reflected by the extent to which the foreign 
exchange resources of the country are made available to it. 

2.46; While discussing the procedure of allocating foreign ex¬ 
change for the import of capital goods we have suggested that a 
more meaningful allocation can be achieved only if the technical ad¬ 
visers to the Government undertook systematic studies to determine 
the industries for which a particular source of credit is particularly 
suitable. This suitability will be determined by the type of techno¬ 
logy evolved in the creditor country with reference to India’s needs, 
and the relative importance of the particular industry to our develop¬ 
ment programme- We have also suggested that the present practice 
of setting monetary limits for the import of standard plants for 
some industries should be extended to more and more industries so 
that the industrialists know in advance the amount of foreign ex¬ 
change permissible for setting up a unit and the extent to which 
indigenously fabricated machinery is expected to be used. 
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2.47. The directives of the Government to the financing Institu¬ 
tions like the ,H>Bl the IFC and the State Financial Corporations 
should also be geared to the fulfilment of the specific industrial tar¬ 
gets and the progress made in their achievement from time to time- 
It is well-known that new industrial projects depend heavily on 
Institutional finance and this should provide an excellent lever in 
guiding investment decisions. 

2.48. When the Government’s strategy of industrial development 
is translated in such clear-cut operational detail the system of regis¬ 
tration with the DGTD or other sponsored authorities will be really 
automatic and the only scrutiny that will be necessary will be to 
ensure that a particular industrial unit conforms to the various re¬ 
quirements as published by Government from time to time. There 
should be no discretion with the executive authorities to register a 
unit or not so long as it follows the announced policy of the Govern¬ 
ment. 

2-49. The system we have envisaged above is capable of further 
refinements. It is practicable, if considered necessary to specify 
industries whose growth will be allowed only in specified regions in 
order to secure a regional dispersal of industry. It will also be prac¬ 
ticable to lay down the industries wherein only the existing units 
shall be allowed to expand to enable them to reach an optimum 
size in preference to the setting up of new units. In short, the Gov¬ 
ernment will have to enumerate all the restrictions either by way 
of a total ‘ban’ or by way of eligibility for allocation of resources 
and leave the investment decisions to the entrepreneur. 



Chapter HI 

CAPITAL ISSUES CONTROL 

Objects of the Control: 

3.1. Background—The Control has for its objective the fostering 
of a rational and healthy growth of the corporate sector by ensuring, 
inter alia, that investment does not go into channels which are 
wasteful and not in accordance with the objectives of the Plan; that 
companies have capital structure which is sound and conducive to 
the public interest and that there is no undue congestion of offers 
for public subscription during any part of the year. 

The Control Act: 

3.2. The Capital Issues Control was first introduced in May, 1943 
by a Rule framed under the Defence of India Act, 1939. After cessa¬ 
tion of the war, it was continued from time to time by a:: Act of 
Parliament viz., the Capital Issues (Continuance of Control) Act, 
1947. In 1956 the Act was placed permanently on the Statute Book. 

Scope of the Control: 

3.3. The Central Government’s consent to the issue of capital 
within the country is necessary in all cases where the company is 
or would be in the banking or in the insurance field. Where the 
company is or would be in the industrial or trading field, consent is 
necessary if the nominal value of the securities (including premium 
etc.) to be issued within the country during a period of 12 months 
is more than Rs. 25 lakhs. If any person intends to make a public 
offer of sale of any securities held by him in a private company 
which had previously been issued a consent order containing a con¬ 
dition that the shares of that company should be privately subscrib¬ 
ed, the consent of the Central Government is required by that person 
for making such a public offer of sale. 

Exemptions from Control: 

3.4. There are exemptions granted by Government in regard to 
loans from banks purely for purposes of working capital etc. The- 
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loans taken by companies from financial corporations like the Indus¬ 
trial Development Bank, the Industrial Finance Corporation, Indus¬ 
trial Credit & Investment Corporation of India, State Financial 
Corporations, National Industrial Development Corporation, are also 
exempt from the scope of the Control. Guarantees given by the 
Central Government and State Governments and also by all the 
financial institutions mentioned above are exempt. The exemption 
Order does not cover issues of bonus shares by capitalisation of 
reserves. 

Applications for the issue of capital fall into different categories 
e.g. first substantive issue of capital to set up an industry, issue of 
further capital to meet shortfall in requirement or for development, 
conversion of a private into a public limited company, amalgamation 
of two or more companies etc. The considerations arising for 
examination are naturally different in these cases. The Controller 
also consults other Ministries in order to ensure that the objects of 
the issue are not inconsistent with the policies of the Government, 
that the scheme is technically sound and that the amount of capital 
proposed to be issued is reasonable and adequate. 

3.5. Criteria.—The Controller of Capital Issues claims to observe 
certain well-established criteria while dealing with applications 
and examines the following aspects before giving his approval. 

(a) Reasonableness of the size of the capital.—Gross over- 
capitalisation or under-capitalisation are both discouraged. A com¬ 
pany has, therefore, to indicate its full capital needs for the success¬ 
ful completion of the project and how these needs are proposed to 
be met. 

(b) Ratio between equity and debt.—It is important that a com¬ 
pany should have a proper balance between its paid-up equity capital 
and debts and should not have a capital structure unduly geared in 
favour of debt. A higher ratio than 2:1 as between debt and equity 
Is not generally favoured, that is to say, a position where the debts 
exceed double the equity capital is considered financially not pru¬ 
dent, though for certain types of industries a higher ratio is per¬ 
mitted on merits. For working out the debt/equity ratio in a com¬ 
pany. debts are deemed to include all fixed interest bearing securi¬ 
ties, e.g. debentures, loans from institutions or parties and also 
deferred payments including interest thereon for purchase of capital 
equipment, except purely short-term loans; and redeemable prefer¬ 
ence shares with an outstanding period of less than 12 years. Equity 



29 


in this context is deemed to include paid-up ordinary shares, free 
reserves, share premium, irredeemable preference shares and redeem¬ 
able preference shares with period of redemption of 12 years or 
more. 

(c) Ratio between equity paid-up capital and preference capital. 
—Importance is also attached to the ratio of paid-up preference capi¬ 
tal to paid-up equity capital in a company. A preference equity 
ratio of 1:4 is considered reasonable, although a higher preference 
ratio of 1:3 may be agreed to in exceptional cases. 

(d) Dividend on preference shares and interest on debentures.— 
Unduly high rates of dividend on preference shares and of interest 
on debentures are discouraged- The main consideration in view is 
that, if rates higher than those “really necessary” are allowed, the 
equity-holders may suffer. There is no rigid and uniform rate fixed 
for all companies- 

Individual applications for issue of preference shares and deben¬ 
tures are examined on merits, always bearing in mind the going 
commercial rate and the current prices of and yields on comparable 
securities already in the market. Attention is also paid to relevant 
factors like the size of the preference capital/debentures in relation 
to the paid-up equity capital, the terms and the period of redemption, 
the reputation in the market of the particular concern and the entre¬ 
preneurs behind it and the nature and profitability of its business. 

In the recent past, the preference dividend generally agreed to 
has not exceeded 9.5 per cent free of company’s tax but subject to 
deduction of tax at source at the prescribed rates. Interest on deben¬ 
tures has been around 7£—7* per cent. 

(e) Prices of further issue of equity capital.—The issue price 
in such cases is fixed in such a manner as to avoid unhealthy specula¬ 
tion. Full account is taken of the market trends of the shares, the 
break-up value of the share and the value of the share on the basis 
of the company’s profit earning capacity, the future growth prospects 
of the company, the ratio of the rights issue to the total paid-up 
capital, the dividend paying capacity of the company, etc. 

(f) Condition in rights issue.—In the case of a rights issue, a 
condition is stipulated that while making the offer of rights, the 
company should simultaneously offer to all the holders of rights an 
opportunity to apply for additional shares and that if the rights are 
not fully taken up, the balance left over should be distributed among 
the applicants for additional shares. 
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(g) Stake of promoters, directors and friends in share capital.— 
In the case of the floatation of a public limited company attention 
is paid to the question whether the promoters and directors accept 
a reasonable minimum stake in the capital for subscription to the 
public so that the shares are eligible for listing on the stock ex¬ 
changes. A wider dispersal of share holding is considered desirable 
as a matter of policy and in the interest of sound company practice. 

(a) The minimum stake which has been considered reason¬ 
able is on a sliding scale; 

(i) for an issue of capital up to Rs. 1 crore, the percentage 
should be 15; 

(ii) for an issue upto Rs. 2 crores the percentage should be 

12 *; 

(iii) for an issue upto Rs. 5 crores, the percentage should be 

10; and 

(iv) for an issue above Rs. 5 crores, the percentage is fixed 
on individual merits by the Controller. 

In all consent orders, a condition is imposed that the promoters 
and directors should subscribe the minimum amount of capital in 
accordance with the above schedule before they can make an offer 
of shares to the public. 

(b) It is also a requirement that the percentage of paid-up 
capital to the value of the subscribed capital shall be the 
same both in the case of shares privately allotted and 
those allotted to the public. 

(h) Offer of shares to the public.—Unless there are good reasons 
to the contrary companies which are floated as public limited com¬ 
panies, particularly those with good growth prospects, whether fall¬ 
ing within Section 3 or Section 43A of the Companies Act are ex¬ 
pected to make a public offer of their shares at least to the extent 
necessary to qualify their shares for listing on a recognised stock 
exchange. 

(i) Applications for bonus issue.—In the case of bonus issue ap¬ 
plications, care is taken to see that the company does not get over¬ 
capitalised in the process, that the issue is made only out of free 
reserves built out of genuine profits or share premium or is made 
in lieu of dividends and that after the bonus issue a total amount of 
not less than 20 per cent of the increased paid-up capital is left in 
the residual reserves. Reserves created by revaluation upwards of 
fixed assets are not permitted to be capitalised. Development Rebate 
Reserve is to be considered as a free reserve while calculating the 
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residual reserves test but is not itself allowed to be capitalised. Not 
more than one application for bonus issue is entertained from a 
company in one accounting year. 

(j) Application for debenture issues.—The applications for issue 
of debentures are examined with reference to the (a) purpose of the 
issue (b) whether the debenture would be in reasonable proportion 
to the paid-up equity capital and reserves, (c) whether the security 
offered would be adequate and (d) whether the company would be 
able to service the debentures without difficulty. The issue of a 
company debenture is not permitted. Where a company applies for 
postponement of the date of redemption of debentures already issued 
and a consent is given, then a condition is made that those deben¬ 
ture holders who do not agree to the postponement either in person 
at a meeting of the debenture holders held for the purpose or in writ¬ 
ing before such meeting, should be repaid in cash before the due 
date. 

(k) Underwriting commission and brokerage.—Underwriting 
commission and brokerage are permitted upto 2£ per cent and 1 per 
cent respectively on the issue of shares and 1£ per cent and 0.5 per 
cent on the issue of debentures offered for public subscription. Re¬ 
munerations to Managing Brokers, where appointed may be allowed 
in suitable cases at a rate not exceeding 0.5 per cent in case of shares 
and 0.25 per cent in case of debentures procured. 

(l) Promotion expenses.—The expenditure incurred in promoting 
a new company should not normally exceed 2 per cent of the project 
cost, if the company is managed by a Board of Directors, 1.75 per 
cent, if managed by a Managing Director and 1.5 per cent if managed 
by a Managing Agent. Actual expenditure in excess of these limits 
may be allowed if it is certified by the auditors as having been sole¬ 
ly incurred on promoting the company- Expenditure incurred in 
foreign exchange if any, shall be limited to what has been permitted 
by the Exchange Control Department, Reserve Bank of India. 

(m) Diversion into unconnected lines.—Government’s attitude 
in the matter of diversification of a company’s business into uncon¬ 
nected lines is that where it is practicable, new companies should 
be formed for new lines of production. 

(n) Timing of issue.—To avoid unhealthy congestion of offers for 
public subscription in any part of the year special attention is given 
to the timing of large issues- If the issue of capital in India, exclud¬ 
ing capital subscribed by non-residents, is relatively large, Govern¬ 
ment’s permission is necessary as regards timing of the issue. 
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3.6. The number of consent applications handled by the Controller 
of Capital Issues during 1965 (with a comparative position for last 
5 years is given in Annexure III.) 

3.7- The control over capital issues is the most glaring example 
of the Government’s tendency to continue operating administrative 
controls long after they have outlived their utility. To keep the 
control alive when the main objective of introducing it is being serv¬ 
ed by a more relevant and direct legislation, semblance of justifica¬ 
tion is created by making this control serve objectives totally un¬ 
connected with those contemplated by the authors. The control ever 
the Capital Issues, when first imposed in 1943 was designed to divert 
the flow of capital to the setting up of the essential industries. After 
coming into existence of the Industries (Development & Regula¬ 
tion) Act, which constitutes the main instrument for canalising the 
investment in priority industries, the utility of Capital Issues Control 
has completely vanished. But since Government is reluctant to give 
up any control which it has acquired, Capital Issues Control is now 
being used to further various broad and miscellaneous policies of 
Government regarding diversification of activities of companies, 
creation of a broad-based capital structure, scattering the share¬ 
holding of the companies among the members of the public etc. 
The existence of this Control specially in the present context of the 
extraordinary sluggishness in the capital market is an anomaly- 

3.8. The Table in Annexure IV showing the sources and uses of 
funds by 1333 selected public limited companies for the years 1961- 
62, 1962-63 and 1963-64 unmistakably indicates that the rate of fresh 
issue of capital is going down and is assuming a diminishing impor¬ 
tance in the external resources of public limited companies. 

"3.9. It is strange that in these circumstances the Controller of 
Capital Issues should be wrangling with the applicants over his 
doctrinaire criteria like the debt equity ratio, rate of premium on 
iirther issue of equity capital, dividend on preference shares etc. 
His effort spent in pegging the rate of interest on debentures around 
7 per cent in order to make equity investment more attractive, dis¬ 
closes an amazing naivety a total lack of understanding of these 
factors which determine the investor’s preference between the alter¬ 
native forms of investment. While equity capital is influenced by the 
profitability and relative risks of an industry, the return on prefer¬ 
ence shares and debentures etc. is governed by the current money 
rate rather than the profitability of a project. Uninformed inter¬ 
ference only militates against optimum allocation of resources 
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wherein “returns” on various comparable investments are equalised. 
The variations in “returns” ought to reflect only the risk differen¬ 
tial between the investments. In the long run, this criterion en¬ 
sures the flow of scarce financial resources into the most productive 
channels. 

3.10. It may be argued that in a developing economy there is a 
wide disparity between private and social benefits on the one hand 
and private and social costs on the other. The control on capital 
issues is particularly ineffective in ensuring the flow of adequate 
funds in industries of national and strategic importance. 

3.11. Much is made of the right debt equity ratio for securing a 
proper capital structure. The following table shows that the debt 
equity ratio in the first half of 1950s was 1:4.9 but in the recent 
years it stood at 1:3.2. 


Debt Equity Ratio of Selected Public-limited Companies 1950451 to 

1963-64. 


Sample of 

Companies 

Year 

Shareholders’ 
Equity* (lakhs 
of Rupees) 

Long term 
Debt (Lakh* 
of Rupees) 

Amount of 
Equity per 

*18*.’ of 

i 

2 

3 

4 

' 5 


r 1950-51 

500,17 

101,24 

4-94 


1951-52 

535.01 

106,04 

3-05 


1952-53 

548,56 

112,03 

490 

750 

1953-54 

568,62 

H9,33 

4*77 

' 

1954-55 

587,40 

130,84 

4'49 


1955-56 

753,95 

192,70 

3-91 

l 

. 1956-57 

825,62 

226,20 

3-65 

I 

f 1957-58 

87640 

283,32 

309 

lOOI 4 

I95$-59 

291,13 

317,21 

2-90 

1 

[ 1959-60 

985,10 

326,91 

3-02 


f 1960-61 

1226,60 

361,82 

339 

>333 

1 1961-62 

1324,54 

377,59 

3-51 


] 1962-63 

1405,34 

403,54 

3-48 

1 

. 1963-64 

1503,35 

471,86 

3-19 

3.12. It will not be appropriate to conclude that this desirable 

change in the debt equity ratio has been brought about by the judi- 

cious use of Capital Issues Control. We believe that companies are 

preferring to raise finance by 

debentures on 

long-term borrowings 

rather than by equity capita] 

i or retained earnings primarily to 

maintain the dividends at a minimum level. 




•Source :—Computed from the da'a given in differen' issues of the Reserve Bank of 
India Bulletin. 

* Including preference capital. 
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3.13. A sample survey conducted by the National Council of Ap¬ 
plied Economic Research brought out that in 1964-65 only 2 issues 
by new companies were either fully subscribed or over-subscribed 
by general public whereas 20 were under-subscribed to the extent 
of 81 per cent. To hold on to debt equity ratio as something sacro¬ 
sanct in this context makes no meaning. 

3.14. An analysis of statistics at Annexure III shows that during 
1965. the Controller disposed of 225 applications for consents and 
out of these 12 were rejected. We examined these 12 rejections 
and found that 11 of them referred to issue of bonus shares and 
were not found acceptable by the Controller because either they 
did not have adequate reserves to permit capitalisation of the order 
proposed or their equity capital was only partly paid up or their 
general financial position did not justify the issue of bonus shares. 
It will, of course, not be legitimate to quote the small number of 
rejections as an evidence of futility of the Capital Issues Control. 
The redundance of this Control can be proved on other indepen¬ 
dent grounds. 

3.15. The Controller of Capital Issues with whom we had the 
benefit of discussion laid considerable emphasis on the use of the 
Control to broad-base the shareholding of companies. According to 
him, 

“Where a worthwhile project is proposed to be financed by a 
capital issue without broad-basing the shareholding but 
confining to the existing closely controlled group, the 
Capital Issues Control is used as an instrument to per¬ 
suade companies to offer shares to the general public. 

The Capital Issues Control serves as a supplement in the 
economic and financial field to industrial licensing.” 

3.16. We are not aware how far this control has served this laud¬ 
able purpose and whether this control is the best device to achieve 
the objective. 

3.17. The Controller of Capital Issues has certain well-establish¬ 
ed criteria which he applies while dealing with applications and 
many of these criteria have now been reduced to precise mathe¬ 
matical formulae. For instance the optimum debt-equity ratio Is 
taken as 2:1, preference equity ratio upto 1:4 is considered reason¬ 
able; maximum rate of dividend on preference shares allowed is 
9.5 per cent free of company’s tax but subject to deduction of tax 
at source at the prescribed rate; interest on debentures is kept 
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around 7 per cent, the minimum stake of promoters, directors and 
friends in the share capital has been prescribed on a sliding scale; 
public limited companies are expected to make a public cifer of their 
shares of least to the extent necessary to qualify their shares for 
listing on a recognised stock exchange; right issues are subject to a 
standard condition that if the rights are not fully taken up the 
balance left over should be distributed among the applicants for 
additional shares; issue of bearer debentures is not pennitted; 
underwriting commission and brokerage is a fixed percentage; pro¬ 
motion expenses are subject to a ceiling expressed as a percentage 
of the issue. The Controller also examines whether the size of the 
capital is reasonable avoiding both over-capitalisation and under¬ 
capitalisation. The Controller has, therefore, to enter into a meti¬ 
culous calculation about the capital requirements of a project. He 
even consults other Ministries of the Government to ensure that 
the scheme is technically sound. In the process, we believe the 
Controller undertakes to discharge duties which are safely and 
well-left to the entrepreneur. Moreover, the increasing dependence 
on under-writing and financial institutions etc. leaves hardly any 
danger of an unbalanced and unsound capital structure. 

3.18. In case of further issues, the Controller seeks to fix the 
issue price in a manner to avoid unhealthy speculation. For this 
purpose he has to take into account the market trends, the break¬ 
up value of shares, the value of shares on the basis of the com¬ 
pany’s profit-earning capacity, the future growth prospects of the 
company, the dividend paying capacity etc. In a capital market 
where there is no speculative element, CCI’s efforts to determine 
the rate of premium et?. are obviously redundant. In the case of 
bonus shares issues he has to ensure that the issue is made only out 
of the free reserves built out of genuine profits or shares premimum 
or is made in lieu of dividends and that a certain amount of reserves 
at the prescribed level is retained after the bonus issue. We feel that 
these criteria are capable of clear enunciation and a general permis¬ 
sion could be granted to companies to issue shares without prior 
approval of the CCI provided they conform to specified conditions. 

3.19. As a matter of fact, on the 4th of November, 1966, the Minis¬ 
try of Finance issued orders making further relaxations in the ope¬ 
ration of the Capital Issues Control on the lines enumerated above. 
By this order, private companies were completely exempted from 
this control. Issue of securities by public companies was also 
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exempted provided the debt-equity ratio did not exceed 2:1, pre¬ 
ference-equity ratio did not exceed 1:2. Some further safeguards 
were also imposed namely: 

(1) where the securities issued by the company or a part 
thereof are for the purpose of taking over an existing 
business or asset, the take-over is effected at the book 
value of such business or asset; 

(2) where a public company is formed on conversion of a 
private company, the consideration for issue of securities 
by the public company for taking over the private com¬ 
pany as a going business or any part of the assets of the 
private company does not exceed the book value of the 
net assets so taken over of the private company; 

(3) no securities are issued in consideration of revalua¬ 
tion of assets or creation of any intangible or fictitious 
assets; 

(4) the issue price of the securities to be issued is at par and 
not at a premium or a discount; 

(5) any offer of securities for public subscription is such aa 
to make the securities eligible for listing on a recognised 
stock exchange; 

(6) where the issue of equity capital involves an offer for 
subscription by the public for the first time, the value 
of equity capital subscribed privately by the promoters, 
directors and their friends is not less than 15 per cent 
of the total issued equity capital, if it does not exceed 
Rs. 1 crore, 12J per cent., if it does not exceed Rs. 2 crores 
and 10 per cent., if it is in excess of Rs. 2 crores. 

3.20. Companies desiring to avail themselves of this exemption 
were required to apply to the Controller of Capital Issues and wait 
for 30 days. They could go ahead with the issue unless the Con¬ 
troller raised some objection. This relaxation even for the exemp¬ 
ted categories, merely sets a time-limit for the Controller during 
which he has to do all the turns and either allow the issue of capital 
or prevent it by raising objections. The most significant aspect, 
however, lies in the fact that two important categories of capital 
issues have been given no relaxation from this control whatsoever. 
The issue of bonus shares still continues to be controlled and shares 
issued at a premium or a discount are still subject to the prior 
approval of the Controller. 

3-21. This is an excellent example of the administration’s reluc¬ 
tance to give up a control even when its usefulness has come to an 
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end. We do not think that there is any harm in leaving the rate 
of premium etc. to be determined by the entrepreneurs themselves. 
Only the shares of well-known and reputed firms command a pre¬ 
mium in the market and the investors have a pretty clear idea of 
the standing and the financial soundness of the company which is 
an adequate safeguard against malpractices. Some things have to 
be left to the judgement of subscribers and investors. Moreover, 
the dependence on the financing institutions is a further guarantee 
that the capital structure of a large or medium size unit will be 
financially sound. The existing orders are unduly restrictive in 
respect of the issue of bonus shares. Issue of shares by a company 
which is partly or wholly owned by non-residents is in any case 
governed by the provisions of the Foreign Exchange Regulations 
Act. Thus there is no danger that the exemption from capital 
issues control will leave the foreign investment in thfe country 
completely unregulated. 

3.22. Taking all these factors into consideration, we would re¬ 
commend that the capital issues control in its present form should 
he given up. There should he no prior approval required for the 
issue of capital in any case. After laying down the broad conditions 
which the companies intending to issue capital have to follow, the 
compliance of the instructions should be left to the Registrar of the 
Companies. In its present form, even after the latest relaxation, 
companies are required to submit periodical returns to enable the 
Controller of Capital Issues to watch the compliance of the condi¬ 
tions imposed by this control. We think that the entire organisation 
of the Controller of Capital Issues can be done away with and the 
responsibility of watching the due compliance of the conditions laid 
down by the Government should be taken over by the Registrar of 
Companies. What we are in effect suggesting is not the repeal of the 
Capital Issues (Continuance of Control) Act, 1947, but laying down of 
clear-cut rules which will operate as a general permission. Within 
the framework of these rules, there should be no stipulation about 
obtaining any prior permission. If, in any case, a company wishes 
to exceed the limits prescribed, owing to the exceptional circums¬ 
tances of the case, a prior approval of the Government would be 
necessary. For the rest, all that would be needed would be a 
watch-dog body and for this purpose the Department of Company 
Law Administration would be the proper forum. This is one more 
reason why we have suggested, in a succeeding chapter that the 
Department of Company Law Administration should be located in 
the Ministry of Finance. 



Chapter IV 

FOREIGN COLLABORATION 
(FINANCIAL AND TECHNICAL) 

4.1. The process of economic growth normally involves crossing 
■of a foreign exchange barrier even apart, from the question of mobi¬ 
lising domestic savings. Developing countries are faced with acute 
balance of payments difficulties and encouraging an inflow of foreign 
capital is one of the recognised methods of surmounting this diffi¬ 
culty in the initial stages of growth. Even more than the foreign 
capital, a developing country needs modern technology and mana¬ 
gerial resources. Foreign equity capital has an acknowledged 
advantage in imparting modern technology so badly needed in any 
industrialisation programme. 

4.2. Direct foreign investment traditionally flows into extractive 
and agricultural industries which have an export bias. Needs of deve¬ 
lopment, however, require diversion of this capital to manufacturing 
industries though this moving away from export industries may 
create balance of payment liabilities, even apart from the problems 
■of repatriation of capital or remittance of profits or by creating a 
heavy demand by imports. 

4.3 There is a considerable difference of opinion whether develop¬ 
ing countries should rely on foreign loans or on foreign investment 
and about the relative economic merits and demerits of official aid 
ae against foreign private investment. It is not at all necessary to 
go into any detailed calculations regarding the rate of interest, 
period of moratorium, time-spread for repayment, to establish that 
the official aid is a less expensive proposition than private foreign 
capital with its future liability in the shape of capital and current 
profits. As a matter of fact, India does not have much choice in 
selecting the form in which the foreign capital shall be allowed in 
the country- There is a limited foreign capital seeking investment 
abroad and India has to compete not only with other developing 
countries but other developed countries as well for a share in this 
capital. What is essential is to create a general environment which 
is attractive enough for this capital and enunciation of clear-cut 
policies in this behalf. It is equally important to ensure that the 
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.available private foreign investment is deployed to the ma ximum 
advantage of the economy. 

4.4. There is a certain amount of hesitancy in the policies of the 
'Government in the matter of treatment to be given to foreign in¬ 
vestors. This can be due to a variety of reasons such as the fear 
"that the entry of foreign capital is likely to give an edge to the 
private sector over the public sector or the feeling that with the 
•entry of foreign private capital, the official aid policies of the foreign 
governments may be influenced in a prejudicial way opposed to our 
plan priorities and resource allocations. 

4.5. The basic policy statement on foreign capital still continues 
to be the late Prime Minister’s statement in the Parliament on 6th 
of April, 1949 (Annexure V). This statement assures foreign in¬ 
vestors of a non-discriminatory treatment once their investment has 
been approved by the Government. It assures to them complete 
freedom at the time of the withdrawal from India, complete freedom 
in the matter of remittance of capital subject to India’s foreign 
•exchange situation, fair and equitable compensation in the event of 
nationalisation. It, however, expresses the Government’s desire to 
have major interest in ownership and effective control in under¬ 
takings in Indian hands. 

4.6. After laying down that the Government of India would 
permit private foreign capital on the selective basis, it has not gone 
on to specify those fields of industries where foreign investment is 
welcome. The only definite policy followed is that private foreign 
capital would not be allowed in future in the field of plantations, 
trade, commerce and banking. In actual practice, it is also not being 
allowed in certain well-established industries like textiles, cement, 
sugar, etc. It is also not permitted in those consumer goods indus¬ 
tries where the use of foreign brand name might offer an unfair 
competition to the existing industry. It is treated with caution in 
industries which are known to be very highly profitable as the outgo 
■on account of profit remittance is likely to be abnormally high. 

4.7. The total outstanding foreign business investments in this 
country are stated to be Rs. 681 crores at the end of 1961. The 
break-up of this figure in major sectors of industries may be seen at 
Annexure VI. 

4.8. Incentives.—In order to attract an adequate inflow of foreign 
■capital to this country, the Government of India have devised some 
42 H. A.—4. 
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fiscal incentives which are available only to foreigners in addition 
to all the incentives available to industrial enterprises in India, 
These special incentives are as follows: 

(a) Concessional inter-corporate dividend tax; 

(b) Tax free interest income from specified securities approved 
by the Government of India; 

(c) Tax free interest income from loans; 

(d) Tax free interest on bank deposits; 

(e) A concessional rate of tax on income from royalties and: 
technical knowhow fees; 

(f) Special concessions for foreign technicians like rebate for 
educational expenses and home leave passages; 

(g) Rebate on tax on capital gains when utilized for re-invest¬ 
ments in the country. 

4.9. Profitability of Foreign Investments. —So far as the return on 
capital is concerned, India seems to be an attractive proposition to 
foreign capital as the following figures indicate: 

Comparative Rates of Return ort U.K. and U.S. Investment vn India 
and the World (1958—1962 average) 

Country of investment Investing countries 

U.K. U.SJu 

India.8-8 xx*9- 

All countries. 7'9 io-2. 

Domestic.7*8 9' J* 

(Source : Dunning & Ronan ‘British Direct Investment in Western Europe’) 

The average rate ol return in India on U.K. and U.S.A. investment 
is marginally higher than the average for all countries and the 
average on domestic investment in the U.K. and the U.S. The study 
made by the Reserve Bank of India regarding the profitability ratios 
of foreign-controlled companies in India indicates that foreign capital 
does earn an attractive return in this country. The rate of return 
is often calculated as the ratio of the net profit after tax to net worth 
or dividends to paid-up capital or net worth, or the ratio of gross 
profits to total capital employed. Computed in any fashion, the 
return on capital in India appears to be satisfactory as the following 

table would show: 
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Profitability Ratios of Foreign-controlled. Companies 


Type of foreign control¬ 
led companions 

Gross profits 
as percent¬ 
age of 

sales 

Gross pro- Profits after 
fits as per- tax as per¬ 
centage of centageof 

total capi- of net worth 

tal employ¬ 
ed 

Dividends 

as 

percentage 
of paid up 
capital 


i960 

1961 

i960 1961 i960 1961 

i960 196— 

(1) 

(2) 

( 3 ) 

( 4 ) ( 5 ) (6) ( 7 ) 

(8) ( 9 ) 

160 Foreign-controlled rupee 





companies .... 

io-8 

XI*I 

13*1 13.3 12-8 12-6 

14-3 15-5 

1,333 Public Limited Companies 

10*2 

10*0 

io*i 10*0 10*9 IO'O 

11*0 10*9 

501 Private Limited Companies . 


7-3 

10-2 11*2 12*0 12*0 

12*0 137 

Foreign Controlled 160 companies 





classified under 





Manufacturing . . . . 

12*5 

12-6 

14*1 14*2 13*5 13*2 

14*4 15*7 

Trading .... 

49 

5-5 

7*6 8*4 7*6 8*7 

17*3 * 7-1 

Others including Tea Plantations 

5-4 

5 -« 

9*8 9*8 8*9 7*6 

10*5 10*2 

j6o companies toith controlling in- 





tensu in: 





U.S.A. . 

130 

ij -3 

14*9 16*3 15*7 16*6 

x8-l 22*3 

U.K. . . . . 

10-3 

10*0 

12*7 12*5 11*7 10*9 

13*8 15*0 

Other countries . . . 

xi-S 

13-0 

13*8 14*4 16*6 i8*o 

147 14* I 


Source : Reserve Bank of India Bulletin March) 1964. 


Statistics from the U.K. Board of Trade Journal show that the return 
on British capital in India is the highest barring 2 countries, namely, 
Malaya and South Africa. 

4.10. Handicaps.—A team of American businessmen who came to 
India to explore investment possibilities and discussed various issues 
with Government of India officials gave considerable importance to¬ 
other handicaps detracting from India’s attractiveness in spite of the 
return on capital obtained on those investments. They pointed out 
that India enjoys 2 basic advantages, namely, financial and political 
stability and a vast potential markfet. These basic advantages are 
diluted by a complex of adverse conditions, the most important 
among them being the complicated approval process. The team 
suggested some specific incentives which the Government should 






consider in order to promote the flow of the foreign capifal to the 
country consistent with our development requirements. Some of 
these suggestions were as follows: 


(1) Foreign investors should be allowed to participate in the 
equity capital and management control to a level which 
is commensurate with their contribution, and knowhow; 

(2) Reasonable amortisation and dividend policy with greater 
freedom to reinvest locally for expansion, technological 
and quality improvements. In other words, industrial 
units with foreign capital are to be encouraged to plough 
back their profits for expansion to enable them reach an 
economic optimum level and to achieve the economies of 
scale; 

(3) The rates of import duty should not go beyond the goal of 
protecting the Indian industries as this leads to excessive 
capital and operating costs and hampers exports; 

(4) The Government should change its policy of permitting 
foreign investment only in the manufacturing field and 
debarring it from distribution and marketing activities; 

(5) While the team appreciated Government’s policy regard¬ 
ing the use of domestic raw materials whenever available, 
this often made the Indian products non-competitive. The 
team, therefore, suggested that industrial undertakings 
should have the freedom to select raw materials from 
sources consistent with commercially competitive prices; 

(6) A flexible product pricing policy consistent with an 
acceptable return on investment; 

(7) A stable, simple and equitable tax and depreciation policy: 

(8) A simple and expeditious approval procedure. 


4.11. The Nature of Foreign Investment in India. —The figures 
reproduced below from the Reserve Bank’s “Survey of India’s 
Foreign Liabilities and Assets” disclose that a large part of India’s 
gross inflow from private sources is in the shape of retained earnings. 
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Pattern of Capital-inflow, * 1956-1961 


(Rs. cioics) 


Inflow from 

1956-1961 

1956-1961 

Annual 

Average 

1954 & 1955 
Annual 
Average 

I 

2 

3 

4 

A. Private Sources (net inflow) 

138-3 

* 3 * 

14* 

i. Gross inflow ..... 

211*4 

35 * 

19 x 

(i) Retained earnings .... 

82-3 

13-7 

ix 6 

(ii) Cash inflow. 

27-2 

45 

**5 

(iii) Non-cash inflow .... 

101-9 

17*0 

6'C. 

2. Outflow ...... 

73 * 

12-2 

50 

B. Official Sources (net inflow) 

966 

16' Z 

*‘4 

i. Gross inflow. 

II 4-3 

19-0 

X ‘4 

2. Outflow .... ,\ 

17-7 

*9 


C. Gross inflow into the Private Sector 

3*5 7 

54'3 

20'5 

D. Gross Outflow . 

90-8 

15 1 

50 

E. Net inflow into the Private Sector 

*349 

39 * 

*5 5 


Mote: The inflow has been computed, wherever possible, by ignoring valuation changes; 
to this extent, the figures in the table will not compare with the figures of out¬ 
standing levels of foreign investment 

•Includes inflow of capital in Government undertakings. 

The pre-requisites for a fresh inflow are different from those for 
retained earnings because the expansion of an established firm 
largely depends on the firm’s innovative capacity and technical and 
managerial skill whereas inflow of fresh foreign capital largely 
depends upon the general investment environment created by Gov¬ 
ernment policies. 

4.12. Machinery for Approvals— The administrative Ministries 
incharge of different industries are competent to approve collabora¬ 
tion agreements and the Department of Economic Affairs has 
delegated powers to them to sanction payment of royalties and 
technical knowhow fees within specified limits without the perior 
concurrence of the Ministry of Finance. A perusal of this O.M. 
(Annexure VII) of the Department of Economic Affairs discloses that 
there is a considerable amount of confusion in the mind of the 
sanctioning authorities regarding the real nature of these payments 
and their implications. For instance: 
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(a) Administrative Ministries have been permitted to approve 
taxable royalty upto 5 per cent provided the foreign 6hare in the 
equity capital of the venture is in a minority. If the foreigner has 
a majority share, which can be permitted if the industry is of a 
critical importance, the Ministry’s power is curtailed and they can 
sanction royalty only upto 3 per cent. Apparently, the Government 
is concerned about the adverse effect on the balance of payments 
position arising out of the total outgo of foreign exchange in the 
shape of dividends on capital and royalties. But it stands to reason 
that a foreigner investing risk-capital would expect to have a return 
on it and royalty which is really a return on the technology imparted 
by the collaborator should be valued independently without con¬ 
sidering the share of the foreigner in the equity investment. 


(b) For such engineering services like the supply of detailed 
engineering and working drawings, training facilities for technicians 
etc., lumpsum payments are normally paid in addition to royalty 
which is paid for disclosure of the technical knowhow, the use of 
patents, trade-marks etc. The Ministries have been permitted to 
sanction this lumpsum payment to the extent of 5 per cent of the 
value of the imported plant and machinery when a recurring royalty 
payment is involved. When no recurring royalty payment is involv¬ 
ed these technical knowhow fees can be approved to the extent of 
10 per cent of the issued equity capital of the industrial unit con¬ 
cerned. We do appreciate that the Ministry of Finance while dele¬ 
gating this authority to the administrative Ministries had to have 
some maximum limits on their discretion but we are quite unable 
to understand the logic of relating the value of engineering services 
to the cost of imported equipment or to the volume of issued 
capital. The services of the foreign collaborator by way of know-how, 
drawings etc. should be more reasonably related to either the 
entire capital cost of the project or the entire value of the capital 
equipment whether purchased from abroad or fabricated locally. In 
fact, the services of the collaborator would be more valuable if they 
make a greater use of indigenous equipment possible. Limiting 
technical knowhow fees to 10 per cent of the issued capital 
of a venture is so meaningless that it needs no comment. So long as 
the total equity share of the foreign party is within acceptable limits 
it makes no difference whether these shares are obtained either by 
payment of cash or in return for services rendered. We think that 
the exact quantum of technical knowhow fees ought to be assessed 
by our technical exoerts on independent grounds. 
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(c) The Ministries can also sanction lumpsum payments towards 
technical knowhow and other services to the extent of 5 per cent of 
the value of 1 year’s turnover. In case, a higher amount is to be 
approved, it can be sanctioned provided the total payment by way 
.of royalty plus technical knowhow fee does not exceed 5 per cent 
of the turnover over 11 years. The logic behind this probably is 
that a royalty of 5 per cent for 10 years is quite acceptable and in 
addition technical knowhow fee would be reasonable to the extent 
of 5 per cent of 1 year’s turnover making the total outgo at 5 per 
cent of 11 years’ turnover. This type of stipulation blurs the differ¬ 
ence between the value of various services expected from the foreign 
.collaborator and enables the foreign collaborator to extract maxi¬ 
mum possible payments under one terminology or another. 

We recommend that the quantum of royalties should not he 
related to the percentage of foreign equity shareholding 
and must be determined by the relative complexity of 
technology and the relative facility for obtaining it from 
different sources. This is the matter involving careful 
judgement by technical advisers and should not be deter¬ 
mined by such extraneous matters like the shareholding 
of the foreign partner. 

We recommend that the amount of technical knowhow fee 
should not be related to the value of imported equipment 
or worked out as a share of the equity capital of the indus¬ 
trial venture. Laying down of acceptable percentages upto 
which this payment can be approved dilutes the standards 
of scrutiny and payments upto specified limits are likely 
to be approved without question. 

We recommend that the administrative Ministries should be 
given powers to approve royalties and technical knowhow 
fees without maximum limits subject to the advice of the 
technical experts. 

4.13 When the proposed terms of payment exceed the powers 
.delegated to administrative Ministries, or when the case presents 
some unusual or exceptional features, it is discussed and decided in 
an inter-Ministeral Committee. There are 3 Committees dealing with 
foreign collaborations, namely, the Foreign Agreements Committee, 
the Foreign Investment Committee and the Negotiating Committee. 
-The composition of these Committees may be seen in Annexure VIII. 
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4.14. We conducted a case study in the working of the foreign 
Agreements Committee whose report may be seen at Appendix II 
Part II. We deduce the following conclusions from this case study. 

(a) A vast majority of cases coming before the Foreign Agree¬ 
ments Committee were well within the competence of the adminis¬ 
trative Ministries who have been delegated with adequate powers as 
stated above. This discloses a tendency in the administrative Minis¬ 
tries to shirk responsibility and indulge in unnecessary inter-Minis- 
terial consultation resulting in enormous delay. The Study Team 
recommends that the Foreign Agreements Committee in future 
should require the concerned administrative Ministry to state the 
exceptional features of the case which necessitate reference to the 
Committee instead of its disposal by the Ministry itself. 

(b) A large majority of collaboration proposals pertain to what 
the Government itself have classified as “non-key” industries, which 
obviously are of a lower priority in the industrial programme. 

(c) The maximum consideration is concentrated on the rate of 
royalty. But the basis of computing the royalty has been expressed 
in a wide variety of terminology. For instance, royalty is expressed 
as a fixed percentage of total turnover, of gross sales value, of ex¬ 
factory bulk sales prices, of the net sales value, of the Indian sale 
price, of the cost of manufacture, of the income earned by the com¬ 
pany and so on. If the intention is that a foreign collaborator im¬ 
parting the technology involved in the manufacturing process should 
be adequately rewarded and that the remuneration should be a speci¬ 
fied percentage of the total production made possible by this tech¬ 
nology then the correct formula would be to relate royalty to the net 
ex-works value of production. The Study Team recommends that 
royalty should be invariably expressed in the standard form of a 
percentage of the net ex-works value of production. 

(d) After the Government’s approval is conveyed to the parties 
regarding the terms of collaboration, a copy of the approval is also 
sent to the Reserve Bank of India through the Ministry of Finance 
and the RBI permits remittance of royalty in terms of this approval. 
While approving this remittance the bank naturally has to rely on the 
figures furnished by the company regarding the total production, its 
ex-factory price etc. The RBI does not have any way to crosscheck 
this data since the production returns prescribed by Government are 
addressed to DGTD and no reference to these papers is possible while 
approving the remittance in the Bank. While computing the royalty r 
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it is customary to lay down that the royalty will be calculated oa 
the value of the production minus the cost of the imported element. 
This is done for many good reasons. The Reserve Bank, however, has 
no way of correlating the amount of royalty with the value cf the- 
indigenous part of production. The enforcement of this stipulation, 
therefore, is beset with many difficulties. We recommend that a 
company seeking to remit any amount as royalty in pursuance of a 
collaboration agreement approved by the Government should be 
required to produce to the Reserve Bank of India a statement certi¬ 
fied by the company's external auditors as to the total value of the 
production, its ex-factory price and the manner of computing the 
amount of royalty. 

(e) The letters of Government issued by administrative Ministries 
addressed to concerned parties conveying the Government’s approval 
to collaboration terms are sent to the RBI through the Ministry of 
Finance who undertake to check whether the approvals have been 
issued in consonance with the decision of the Foreign Agreements 
Committee or are within the delegated authority of the concerned 
Ministry. We find that this procedure is unnecessary and only adds 
to the amount of delay. There is no reason why the administrative 
Ministries should not directly forward the copies of the Agreement 
to the Reserve Bank without bringing in the Ministry of Finance. 

(f) The Foreign Agreements Committee does not favour any 
stipulation regarding the minimum royalty payment irrespective of 
actual production in a year. 

(g) In some proposals before the Foreign Agreements Committee 
a differential higher rate of royalty was proposed for that portion of 
production which is exported out of India. 

(h) Collaboration agreements are normally approved for a period 
not exceeding 10 years initially. Consequently a number of cases 
come up to the Committee for extension of time and this is being 
readily permitted. We recommend that a firm asking for extension 
of a subsisting collaboration agreement must be invariably asked to 
produce the figures relating to the total payments already made 
under the Agreement so as to enable the Government to have a clear 
idea as to the total cost incurred by the country on the technology. 

(i) Out of the 46 cases examined, 27 have some sort of stipulation 
regarding exports. The export potential of the product has consi¬ 
derable influence on the decision of the Foreign Agreements Com¬ 
mittee. But the Foreign Agreements Committee give more em ph as is 
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on avoiding restrictive conditions on export and very rarely a posi¬ 
tive stuplation is made prescribing minimum exports. Only in 2 
oases parties undertook to earn sufficient foreign exchange through 
exports to meet their own requirements of imported raw material. 
We are not sure whether adequate administrative arrangements 
■ exist to enforce this stipulation at all. We recommend that the 
Government should review the approvals given in the last few years 
in which such stipulations have been mad e and assess whether the 
parties have really lived up to their undertakings. The judgment 
of the Government on the advisability of permitting private foreign 
investment in a particular industry should be based on an objective 
. assessment of the Export potential of a particular product rather than 
the undertakings given by the investors. 

(j) The Foreign Agreements Committee does not devote ade¬ 
quate attention to the fact that the same item of manufacture is 
already being manufacured in the country with foreign collabora¬ 
tion. Foreign collaboration involves considerable foreign exchange 
liability and it may be worthwhile to expand the existing units 
having the benefit of foreign collaboration rather than enter into 
new arrangements. This consideration is sometimes outweighed by 
a conflicting consideration of importing the latest and the most 
modern technology developed elsewhere and the need to create a 
competitive market to break one manufacturing unit’s monopoly. We 
would, however, suggest that FAC should apply their mind to this 
aspect invariably. 

(k) The consideration of import substitution does play a large 
role in the approvals given by the Committee. 

(l) The Committee does not allow any restrictive clauses in the 
agreement making it obligatory on the Indian partner to buy the 
equipment or raw materials from a specified source. This is right 
theory but ineffective in practice. Import licences are on a global 
basis and there is little that Government can do if the parties decide 
on some arrangement and imports are made from or through the 
foreign collaborator. 

(m) The assessment of the proposal made by the Technical 
Adviser, namely, DGTD, has almost a decisive role in the delibera¬ 
tions of the Committee. This is a correct practice as technical 
matters are well left to Technical Advisers. 

4.15. The Foreign Investment Committee under the Chairman¬ 
ship of the Secretary, Ministry of Finance, Department of Economic 
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-Affairs and consisting of Secretaries of the Ministry of Industry, 
Ministry of Supply and Technical Development, Additional Secre¬ 
tary, Department of Economic Affairs and Secretary, Planning 
Commission, was constituted to give prompt and quick decisions in 
cases involving major issues and all cases involving majority equity 
participation. One of the specific purposes for which this Committee 
was constituted was to give quick replies to individual foreign 
investors who otherwise spend months in contacting the various 
Government Organisations even to find out whether a worthwhile 
proposal of collaboration will be permitted by Government ulti¬ 
mately in a particular industry. A perusal of the cases brought up 
for the consideration of this Committee shows that the constitution 
of this high-level Committee has actually inhibited the exercise of dis¬ 
cretion by the Ministries themselves and by the Foreign Agreements 
Committee as cases having no serious policy considerations are being 
pushed up to the high-level Committee. This is also due to the lack 
'Of specificity in Government’s policy regarding the introduction of 
foreign equity investments in various industries. This high-level 
Committee hardly has time to consider all the implications involved 
in a proposal and it cannot be claimed that the constitution of this 
Committee has in any way expedited the disposal of these proposals. 
The existing procedure also requires that the recommendations of 
this Committee be submitted for the approval of the Minister 
incharge of the concerned Ministry, the Minister of Industry and 
the Minister of Finance. This process often takes 3 months’ time. 
We recommend that there is no need to have this high level com¬ 
mittee, when the Foreign Agreements Committee is quite capable of 
considering these proposals. The rare cases involving major policy 
matters and touching points of general applicability would in any 
case have to travel to the concerned Ministers. Moreover, there is 
an Economic Committee of Secretaries who should handle such rare 
cases. There is also a committee called the Negotiating Committee 
of the Secretaries under the chairmanship of the Cabinet Secretary 
which considers all the implications of proposals involving invest¬ 
ment over Rs. 5 crores. In any case, the cases coming up to the 
Foreign Investment Committee are those in which concerned Ministry 
has a doubt or where the proposed foreign investment constitutes 
50 per cent or more of the equity capital. Clearance with the Foreign 
Investment Committee can only remove this doubt and does not 
dispense with the further approval either from the administrative 
Ministry or from the Foreign Agreements Committee to the actual 
terms of collaboration. At the time of approaching this high-level 
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Committee, the foreign investor does not nave a complete picture 
and is making only a preliminary investigation whether foreign 
equity will be permitted in a specific industry. In the nature of 
things, this additional clearance only delays the final disposal of 
cases. 

4.113. Foreign collaboration has a high foreign exchange liability, 
which necessitates a judicious and selective approach. This is all 
the more necessary inasmuch as undue reliance on foreign technology 
may also retard the development of indigenous technology for which 
the country is spending enormous amounts. We notice that there is 
no representative of the CSIR as a full-fledged member of the Foreign 
Agreements Committee. In actual practice, the DGTD, who is al¬ 
ways consulted and whose advice is more or less invariably followed 
in turn consults the CSIR in doubtful cases to ascertain whether any 
of their laboratories have perfected any process which could dis¬ 
pense with the need of acquiring foreign technical knowhow. 
There have been cases in which the CSIR has been of an emphatic 
opinion that the process evolved by them is capable of being com¬ 
mercially exploited whereas the Indian entrepreneur insists on util¬ 
ising the foreign knowhow as he is not prepared to risk his capital 
on a knowhow whose succes-s is not ensured. This type of contro¬ 
versy inevitably puts off the setting up of the industry itself. We 
would recommend that the CSIR should not insist on the utilisation 
of any process perfected by them unless they have used the knowhow 
themselves upto the stage of a pilot-plant. A process which is only 
at a laboratory stage cannot be forced on Indian entrepreneurs unless 
the CSIR guarantees the success of the venture which they certain¬ 
ly are not in a position to do. Till the CSIR puts up a pilot plant, 
the import of technical knowhow from abroad should not be ruled 
out. 

4.17. We notice that the Government is anxious to speed up com¬ 
mercial utilisation of indigenous knowhow and have set up a Com¬ 
mittee under the Chairmanship of Shri A. Ramaswami Mudaliar 
with the following terms of reference: 

(a) To examine the extent to which at the present stage of 
our economic development import of technical knowhow 
from abroad can be dispensed with; 

(b) To examine the general conditions subject to which indi¬ 
genous knowhow can be deemed to be capable of com¬ 
mercial exploitation; 

(c) To suggest general guidelines regarding the type of cases 
in which foreign collaboration may be allowed. 
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We await the findings and the recommendations of this Committee 
with great interest. We can only hope that any action taken by 
Government on these recommendations will reduce the scope of 
doubts and controversies and eventually lead to a better utilisation 
of indigenous knowhow without sacrificing Industrial development 
by import of foreign knowhow in the meanwhile, because technical 
knowhow should be considered purely as a question of economics 
and not ethics or national self-respect. 

4.18. Processing of collaboration agreements at present is such a 
protracted procedure that intending foreign investors are likely to 
get disheartened and lose interest in investing in this country. The 
ad-hoc decisions on the merits of each case have created such an 
uncertain atmosphere that no single Government agency is able to 
give an authoritative guidance to intending investors. To cut out 
this difficulty and to expedite the procedure, a Committee under the 
Chairmanship of Shri V. K. R. V. Rao, while considering the utilisa¬ 
tion of external credits, commented that standard terms may be laid 
down for various industries to enable the Indian entrepreneurs to 
negotiate with their foreign collaborators. It has also been suggest¬ 
ed by others that acceptable terms of foreign investment and colla¬ 
boration in different industries should be clearly spelt out in order 
to help administrative departments to take prompt decisions. 
Standardisation of terms and conditions, it is claimed, will facilitate 
decision-making by those, who have to sanction foreign investment 
and technical collaboration terms. This scheme, it is further claim¬ 
ed, will provide an automatic check on collaboration agreements in 
respect of industries which can be developed with indigenous know¬ 
how. We were informed that at one stage, the Government of Japan 
had similarly fixed standard terms on which foreign investments 
and technical collaborations were acceptable to the Japanese Gov¬ 
ernment. 

4.19. We feel that the present protracted procedure has become 
necessary because of the lack of specificity in the Government policy 
on foreign investment. This inevitably leads to the consideration of 
every single investment proposal on its merit in an ad-hoc fashion. 
We mould recommend that the Government should lay down specific 
fields of industries where foreign investment is welcome looking to 
the technological development in the country and the relative pri¬ 
orities of the various industrial sectors. This policy-formulation 
*could well take the shape of an authoritative statement by way of 

Foreign Private Investment Policy Resolution on the lines of the 
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Industrial Policy Resolution of 1956. At present the only in¬ 
formation. available is an illustrative list of industries cir¬ 
cularised by the Indian Investment Centre for the informa¬ 
tion of intending investors which enumerates some indus¬ 
tries in which the foreign investment may be permitted by the 
Government. It does not give any indication as to the equity share 
the foreigner will be permitted to hold or any other safeguards 
which the Government may like to impose. What is required is a 
clear enunciation of government policy laying down the broad 
condition:; subject to which foreign investment will be permitted in 
the different sectors of industry. This would certainly involve a 
continuous research by some government agency in order to deter¬ 
mine the present state of technology achieved in the country, our' 
dependence on foreign technology, the potential of exports of a 
particular product etc. At present no such continuous research is 
being done and the Government waits till a cause of action arises 
in the shape of specific investment proposal. We think that this is; 
not good enough and a clear-cut policy will be a positive inducement 
for the inflow of foreign capital to India. 

Alonjjwith the list of industries in which foreign investment will"' 
be permitted subject to any stipulations, a negative list of industries 
in which foreign investment is no more required should also be laid, 
down. A considerable amount of futile efforts will be saved on the • 
part of foreign investors who, in the absence of this knowledge keep-- 
wasting their time on negotiating, terms acceptable to Government.. 

4.20. We considered very carefully the suggestion that some- 
standard terms of foreign collaboration should be worked out for 
specific industries as a guide-line to the various administrative Min¬ 
istries for approving investment proposals. We are quite aware of 
some limitations on the practicability of this idea e.g., the amount 
of royalty and the knowhow fees frequently depends on the bar¬ 
gaining powers of the two collaborators. The fees which are essen¬ 
tially a return for the knowhow imparted to the Indian partner 
must necessarily depend on the degree of sophistication of the 
technology proposed to be utilized. Fixation of maximum llimits 
can result in these percentages being treated as a minimum. 

While recognising the force of these arguments we think that, 
on balance it will be far simpler to attempt this standardization as-, 
a guide-line to take care of the vast majority of the cases. Conside— 



ration of individual cases on merits would then be restricted to a 
few cases having exceptional features. We noticed in our case-study 
that 75 per cent of the collaboration proposals were within the 
competence of the delegated authority of the administrative Minis¬ 
tries. In the absence of proper guild-lines the disposal of these cases- 
took an unnecessarily long time. This is partly due to the fact that 
there is no systematic record of all previous collaboration terms 
approved by the Government and no systematic studies are under¬ 
taken from time to time. Working out of standard collaboration: 
terms, as. recommended by us will necessitate undertaking of these: 
studies to examine the financial and technical collaboration terms 
tor at least a few major industries so as to bring out their foreign 
exchange implications. An attempt could then be made to correlate 
these terms to the progress and growth of indigenous knowhow. 
They will also enable the Government and its technical advisers to 
identity areas where indigenous knowhow is lagging behind so 
that the research programme is pointedly directed to those areas. 
We mill, therefore recommend that the DGTD, as the main Technical 
Adviser, should start a systematic study of the past collaboration 
agreements and assess the progress of the technology in the country, - 
so as to evolve a meaningful policy to he followed with regard to the- 
treatment to be given to the foreign investors in specified industries. 
Based on this evaluation, we will recommend that some standard' 
acceptable terms of financial and technical collaboration should be- 
worked out. Starting with a few important industries, the process 
could be progressively refined to look after the specialised features- 
of the iwiividual industries. 

4.21. These standardised terms of collaboration, which should be 
published for general information, should work as a guide-line to 
the various administrative Ministries who should be delegated the 
authority of approving collaboration agreements within these limits 
without any need of the present protracted system of inter- 
Ministerial consultations. Delay is expensive and nowhere else is 
the cost of delay more pronounced than in the field of imported 
equipment. It would be tempting to suggest that, after the publica¬ 
tion of the standardised terms Government’s prior approval to 
collaboration agreements could be altogether dispensed with and an 
automatic procedure evolved whereby the Reserve Bank of India 
would permit remittance of royalties and profits etc. so long as the 
agreement was in conformity with the Government’s published 
policy relating to a specific industry. The analogy of the import: 
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policy wherein import licences are issued almost automatically with¬ 
in the provisions of the policy laid down in the Red Book is appro¬ 
priate. As a.matter of fact, the foreign exchange cost on imports is 
very much larger than the drain on foreign exchange by way of 
profits, royalties, knowhow fees etc. We, however, refrain from 
: making this recommendation because of the following reasons: 

(a) The technical agency of the Government which would be 
required to work out these quidelines and standard colla¬ 
boration terms will be better equipped to do this duty if 
it is involved in the process of approval to individual 
agreements; 

(b) There are a number of aspects like the use of brand names, 
restrictive clauses on exports, stipulations regarding the 
distribution of the final product etc. which are not always 
capable of a clear-cut enunciation and which may need 
some consideration in the administrative Ministry of the 
Government looking after a specific industry. 

While we cannot recommend the elimination of Government’s 
approval process in this behalf, we contemplate the existence of cer¬ 
tain pre-determined Government policies and the publication of 
acceptable terms of collaboration for specific industries which will 
facilitate the approval of these agreements without any prolonged 
discussions and consultations on each individual case. 



Chapter V 

PRICE AND DISTRIBUTION CONTROL 


5.1. Control on prices and distribution has been a feature cf our 
economy since the beginning of the Second World War. There are 
vatfous degrees of control exercised by Administraion under 
different statutory provisions. For instance, prices have been 
controlled under the Defence of India Rules, under the Essential Com- 
mocfitles Act and under the Industries (development and Regulation) 
Act. The prices of some commodities are under a nun-statutory 
cohtrbi where the arrangement operates by an informal understand¬ 
ing 'with the manufacturers e.g., piper, motor vehicles, bicycles 
Sometimes, restriction^ Aire also imposed under the Import Cotttrol 
Orders fixing the margin of distribution pfcOflt in case of some im- 
Hortfed goods, such as raw silk ahd cinema carbons. 

5.2. In the context of the shortage, in the sense of demand out¬ 
stripping supplies, a certain amount of governmental intervention 
is pretty unavoidable. The following arguments are often advanced 
for imposing price and distribution controls on agricultural and 
industrial commodities: 

(i) Holding the price-line in the interest of the consumers, 

particularly, for the benefit of the weaker sections of the 
community. 

(ii) Localising shortages and preventing general increase in 
the price level of commodities showing regional fluctua¬ 
tions in output. 

(iii) Stabilising domestic cohsumption of commodities showing 
temporal fluctuations in output. 

(iv) Restraining domestic consumption with a view to create 
an exportable surplus. 

(v) Checking domestic consumption with a view to minimise 
imports. 

(vi> Holding the industrial costs by arranging equitable distri¬ 
bution of scarce raw materials at fair prices tr the indus¬ 
trial consumers according to the scheme of pr iorities. 
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(vii) Facilitating investment in priority industries essential for 
paving the foundation for a rapid economic growth. 

(viii) Generally bringing about a more rational allocation of 
resources. 

(ix) Prevention of monopolistic exploitation of the consumers 
or producer consumers by a few firms having a dominant 
share of a particular industry. 

(x) Reserving the use of scarce materials lor priority purposes 
such as Defence in the period of Emergency. 

5.3. What is material, however, is the degree of this interference 
and the manner of applying the control. In the absence of the 
control, the market will allocate the scarce supply between con¬ 
sumers in a particular way which may not be in line with the socially 
desirable pattern. The efficacy of the control would depend on 
the correctness with which the specific features of the market allo¬ 
cation are identified and the evolution of an administrative mecha¬ 
nism which is capable of altering the allocation in the desired way. 
Without getting involved into the controversy about the philosophy 
of controls we should pose ourselves the pragmatic question, whether 
a particular control is necessary or not and, if so, in what form and 
how long- It is also necessary to ascertain whether the machinery 
of the Government possesses the knowledge and the competence 
to exercise the control in an effective manner. It is admitted on all 
hands that commodities like steel and cement are of such basic im¬ 
portance that they acquire a critical significance for the implemen¬ 
tation of the Plan targets. Till recently, the price and the distri¬ 
bution of these commodities was strictly controlled by Government, 
though recently a large measure of decontrol has been introduced. 
We will examine below the price control as exercised on a few 
important commodities so as to assess the efficacy of the Govern¬ 
ment control. 


STEEL 

5.4- The clumsiness of the detailed administrative rationing 
was brought out prominently by the Raj Committee which investi¬ 
gated the functioning of the steel control. In the scheme of operation 
of this control, the Iron and Steel Controller had a major role to play 
He had to ensure that the rolling programmes of the producers 
achieved the maximum utilization of the plant capacity and at the 
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same time conformed, as slosely as possible, to the. pattern of. de¬ 
mand, subject of course, to the technical constraints. He was re¬ 
quired to give due priority to the requirements considered important 
from the national point of view, to prevent accumulation of backlogs 
-on the order-books of the producers, cut delays in . the delivery of 
the steel and to enforce the statutory price control. Judged from 
-any standards, this was a tall order and certain abuses and irregu¬ 
larities were the direct result of the volume of the work itself. The 
Committee went on to say that the lapses in the office of the Iron 
and Steel Controller were not a matter of administrative procedure 
but arose “due to its unaccountability to either the producers or the 
general run of the indentors and the scope for malpractice and 
corruption which the control system in its present form offers. The 
method and channels of malpractice are now apparently so well- 
established that the extent to which the organization can be made 
to function better seems to us limited in relation to the tasks which 
this office is expected to perform”. 

5.5. How fixing of prices by administrative devices can lead to 
undesirable drifts in production was clear from the way the Iron 
and Steel Controller was unable to plan the production according 
to the pattern of demand. The pricing policy in regard to steel 
failed to take an adequate account of the need for fixing the prices 
of different categories so as to reflect their relative cost. As a result, 
prices exerted pressure of a distorting character on the pattern of 
steel production. The Raj Committee pointed out that most of the 
technical constraints pleaded by the producers were in fact economic 
■constraints which naturally and understandably led to the reluctance 
•to produce some of the categories and sections. A structure of prices 
which failed to give due consideration to these economic facts would 
create a bias against the production of certain varieties and this 
bias can never be curbed by pursuation or by direct control over the 
rolling programme exercised by the Iron and Steel Controller. We 
feel that the fixation of prices by administrative orders invariably 
suffers from this defect inasmuch as it ignores the relative costs of 
several categories and varieties in a single commodity. It, therefore, 
creates a built-in resistance to the adjustment of the out-turn pattern 
to the pattern of demand even when there are no technical obstacles 
to such adjustments. 

5.6. Administrative intervention in the field of prices and distri¬ 
bution can also have a totally unintended effect of creating monopoly 



condstiens. Tbtfte is a point of view whieh considers that the St&- 
tnimfeGtatfve aWaftgements for the distribution of steel haVe o'ea’ted 
a anonopolistic petition in the steel trade by preventing coin petition 
between individual producers- This has effected the quality 6f Steel 
produced and removed all incentives for the producers to diversify 
their products to meet the special requirements of steel consumers. 

5.7. A study Team which examined the Iron and Steel Controller’s 
Organization recently advocated a system of regulated decontrol or 
decontrol with safeguards. At the operational level, this meant the 
functionii ,g of a Joint Committee of the various plants. In effect, 
il; was a half-way house between regimented Government control 
and total freedom to individual steel plants. The case-study on 
the working of this Committee disclosed that its performance was 
better than what the Iron and Steel Controller could offer from the 
point of view of public relations, publicity, records management aPd 
clientele satisfaction. 

CEMENT 

5.8. Prior to 1st January, 1966, the STC was entrusted with the 
detailed distribution of cement when the control was removed and 
the industry took upon itself the task of equitable distribution. The 
inhibitive effect of price control on a commodity whose production 
was lagging behind the country’s requirements was clearly recognized 
in the case of cement. A review of the cement industry made in 
the end of year. 1966 i.e■ one year after decontrol, showed that the 
production had gone up in-spite of certain set-backs due to the 
imposition of power-cuts, strikes and mechanical breakdowns. While 
decontrolling the distribution of cement it has been stipulated that 
50 per cent of the production will be earmarked for the Government 
consumers at a slightly concessional price. The industry also gave 
tt number of assurances which they have largely fulfilled. These 
assurances were: 

(i) supplies will be made at all rail destinations at the same 

uniform f.o r. destination price as existed prior to de¬ 
control, subject to such declaration as agreed to by Gov¬ 
ernment for a development element, higher freight and 
higher excise duty, if any; 

(ii) remote areas such as Assam, Manipur, Tripura and 
Kashmir would continue to receive supplies on the same 
pattern as hitherto; 



(4ii> supplies to each State will be maintained at existing tevels 
or improved upon; 

(iv) attention will; be paid to allotment o£ cement 
for agricultural purposes; 

(v) packing charges will be fixed in accordance with the pre¬ 

sent formula; 

(vi) 50 per cent of the total production of cement by each unit 
will be reserved for supply to Government indentors under 
the rate contract; 

(vii) dividends will, be frozen at the current levels; and 

(viii) the net resources generated, by the increased price follow¬ 
ing decontrol will, be put into separate account and. with¬ 
drawals will be made only for expansion, purposes. 

5.9. The slight increase in the price in conjunction with the freeze 
on the rate of dividends was meant to enable the industry to acqumu? 
l'ate resources for implementing the expansion programme. Though 
these profits constitute only a fraction, of the capital needed for 
expansion which will have to be supplemented, in a, big way by loans 
from financing institutions, it is a welcome addition which will give 
a spurt to the installation of, additional capacity. It was the general 
complaint of the industry that its tardy growth was due to the 
lamentable lack of financial resources and the laclf of investor in¬ 
terest in the industry. The control on the Rrice and distribution of 
cement with effect from 1st January, 1966 has been replaced by a. 
self-regulating control by the industry;. The fears expressed; at the 
time of decontrol regarding the ability of the industry to regulate 
itself, thus creating bottlenecks have been belied. The examples 
of both steel and cement would indicate that the association of, the 
industry itself in the system of distribution is likely to prove more 
efficient and less expensive than the system of detailed administrative 
rationing. For important strategic commodities like steel and 
cement, the proper course would be to pre-emp a portion of the pro¬ 
duction for priority sectors at a price stipulated by the Government 
and to leave the rest for distribution by the industry itself. T h 1 ,* 
uhll obviate the need for the Government to undertake detailed 
apportionment to in-numerable consumers with the resultant draw¬ 
backs inherent in administrative rationing. 

DRUGS 

5.10.—Under the Drugs Act. the Central Government is 
responsible for controls over standard of imported drugs and State 
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Governments for indigenously manufactured drugs- After the 
Emergency in October, 1962, price control on drugs was imposed not 
because of any rising trends in drug prices, but as a part of the 
Government’s overall policy to forestal any possible rise. From 
June, 1966 price control on drugs has been brought within the ambit 
of the Essential Commodities Act in replacement of the Defence of 
India Rules. The manufacturers of drugs have been prohibited from 
increasing the price over the level of 1st April, 1963. 

5.11. There is a Drugs Prices Committee consisting of the repre¬ 
sentatives of the Department of Chemicals, Department of Co-ordi¬ 
nation, Ministry of Finance, Cost Accounts Officer, a representative 
of Ministry of Health, a representative of the DGHS and a repre¬ 
sentative of the DGTD. This Committee is required to scrutinise 
the applications pertaining to the fixation of the prices of the new 
drugs and revision of prices of old drugs. Since it is not practicable 
to institute a thorough investigation by the Cost Accounts Organi¬ 
zation of the Ministry of Finance, on all such applications the present 
practice is to have these cases examined by the Director-General of 
Health Services and the DGTD. These authorities base their judge¬ 
ments on the information supplied by the manufacturer on several 
aspects, like: purchase price, customs duty, local taxes, finishing cost, 
marketing expenses, excise duties etc. There have been cases, when 
2-3 years’ time has elapsed before the drug manufacturers could get 
a decision from the Government. References to the Tariff Commis¬ 
sion are not frequent. Only in August, 1965, the Tariff Commission 
was requested to enquire into the price structure of 18 specified 
drugs and recommend reasonable prices. 

o-12. While the price determination is the function of the Central 
Government, the control of distribution and the enforcement of 
price regulation is left to the agency of the State Governments. 
The pattern of enforcement organization varies from State to State 
and the Central Government does not have very much voice in the 
matter. The pharmaceutical industry had naturally objected to the 
Price Control on the ground, that, while the price of drugs was 
controlled, the prices of the raw materials were subject to no check- 
This meant that the industry was caught between the fixed prices 
on one hand and the mounting cost of production on the other. 
The two undesirable effects that this situation can have are, (i) cut¬ 
ting out expenses on research and new project development, (ii) the 
production of some of the essential drugs may be curtailed or even 
discontinued because of the steep rise in the price of raw materials. 
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S.H Pitfalls.—However necessary these controls may be there 
are Several consequences which flow from them and which must be 
recognised so that the pitfalls can be avoided. Inefficient operation 
of controls can lead to the following adverse effects: 

(i) Controls lead to the restriction of the growth of the con¬ 

trolled enterprises mainly by reduction in their profi¬ 
tability and the consequent perpetuation of shortages; 

(ii) Controls do not necessarily ensure the desired pattern of 
use or consumption of the scarce commodities; 

(iii) Controls often lead to black marketing of several types 
in the case of articles of mass consumption. Some of the 
conumers who are not used to the rationed product sell 
it at inflated price to others who get less than their require¬ 
ments. In the case of raw materials, firms make inflated 
and fictitious demands and sell a part of the quantity at 
black market prices; 

(iv) Controls can affect Government revenue adversely. The 
black-market profits do not appear in tax returns and 
are used for speculative trading aggravating shortage; 

(v) Controls lead to corruption and a demoralisation of the 
administrative machinery- 

5.14. For arriving at the fair prices, the Government has been 
using 2 agencies, namely, the Tariff Commission and the Cost 
Accounts Organization in the Ministry of Finance. Recently, how¬ 
ever, the trend has been to dispense with the Organisation of the 
Tariff Commission primarily because the procedure followed jby 
the Tariff Commission is time-consuming. The drill followed by 
the Tariff Commission involves collection of information regarding 
the rated capacity, production capacity licensed to new units, present 
distribution system, retail prices etc. While the Cost Accounts 
Organisation claims to arrive at the fair price by a detailed exami¬ 
nation of the cost of production, its methods are more speedy and 
normally take 3-4 weeks’ time. 

5.15. The determination of the price covers an enormous range 
of issues which involve matters of economic policy. Governmental 
interference with price mechanism implies the abolition of price 
formation as a response to supply and demand in a free and open 
market- In a free and competitive market, it is the body politic of 
anonymous consumers which ultimately allocate resources to pro- 



eviction, processing, transporting, storing and retailing of specific 
commodities. This totally decentralised process pf decision-making 
guarantees optimum satisfaction of the needs and wants of the pepple 
which may. however, not be in alignment to the planners’ blue-print. 
There are very few countries today where the formation of prices 
is allowed to proceed in response to the force of supply and demand 
entirely free from Government interference, specially in the case of 
agricultural products- In the agricultural field. Government inter¬ 
vention often seeks to achieve the dual purpose of promoting the 
constant availability of adequate supplies at prices which give a 
reasonable return to the primary producers and achieve a stability 
in prices, so as to protect the producer from any erratic swings of 
major dimensions. These simple objectives, however, use such 
stretchable concept as “adequate supplies”, “reasonable return” etc. 
It implies that the price administering bodies have the wherewithals 
to measure what is adequate for whom and reasonable to whom. 
Price controls, if they do not have to lead to serious distortion of 
the economy have to be supported by a highly sophisticated and 
elaborate techniques because they purport to intervene with the 
normal complex self-adjusting dynamic performance of an economy. 
The rigidity created can cause a multitude of unforeseeable and 
costly side effects. These distortions arc not always traceable and 
even less quantifiable. Since the administrative control over the 
price can have such far-reaching consequences, it is legitimate to 
ask who, in the administrative structure of the Government of India, 
is doing all these sums. 

5.16. Soon after the Emergency, the Government was concerned 
with the rising trend in prices and a Committee on Prices was 
brought into existence- The Committee got its secretarial support 
from the Economic Division of the Planning Commission. The 
membership of the Committee included the Secretaries of the De¬ 
partment of Economic Affairs, Department of Expenditure, Ministry 
of Industry. Planning Commission, Department of Food and ihe 
Economic Advisers of the various Ministries. 

517. All administrative Ministries proposing either the fixation 
of price of certain commodities or any modification in the prevaiung 
fixed price were required to have their proposal examined by this 
Committee before its submission to the Economic Committee of 
the Cabinet. After a couple of years of sporadic effort, the Com¬ 
mittee has languished. The reasons why the Committee could not 
function are not far to seek. 
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5.1£ Piflcussi#© op, gny matter bggr&g.- oa prices invariably. leads 
tft gfQi tffT fis of ^pppgjt^atipn, af,. d^ * P»y^e d» fro” 1 tte question, ofi 
fixation, \yh% djscua«pn *9. thq Committee ensures, that, a 
cqjqrdjna^ted, yi&w of the. pj;obJpnfc ifl take”. sad; the effects. o$ any 
ppppqs§d : price change pft dfflSempjt sectoj* ofc the. economy and op 
p^ugfiop, aijp i^y- recognised gpdj qxabjajtedj the. question, regarding 
the adnpft^strativp machinery which, can he. set up to implement 
the decisions is naturally left to the administrative Ministry. Kre- 
qpflO#y, the administrative responsibility for control measures &#& 
on State Government®, ip the. present arrangement, we notice that 
the questions like the desirability and the feasibility of the control, 
restriction on inter-State movements, rationing and the like are not 
receiving the attention that they deserve. 

5.19. The Department of Economic. Affairs makes a continued 
study of price trends on behalf pf the. Committee, on prices ia cor 
operation with the Eponomip Advisers of concerned administrative 
A^ipiStrJes. It alsq, suftpnte. fp^tpightly a paper on the price trends 
for, the information of, the Emergency Committee of the Cabinet, 
This Study is besed, on the. statistics, furnished; by the various Minis¬ 
tries of the Government. 

5.20. The Directorate of Economics and Stptistirs m the Mipis)fy 
of Food and Agriculture is responsible for collecting infprifla#PP 
about the prices of agricultural commodities. The reporting agencies 
in the States are the Agricultural Marketing Organizations. Market 
intelligence is received every week from nearly 470 markets. T^is 
Directorate is also responsible for collecting retail prices of 27 
essential commodities, so notified under the Essential Commodities 
Act. Pimilarly, the Economic Adviser in the Ministry of Industry 
brings out a weekly bulletin showing the wholesale ^rice$ bqth 
manufactured goods and agricultural commodities. For agricultural 
commodities, the primary source of- information, of course, is the 
Directorate of Economics and Statistics of the Ministry of Food and 
Agriculture. But information is also obtained from the Registrars 
of Co-operative Societies, Central Commodity Committees, Collec¬ 
tors of Customs, the State Bank of India etc. Some non-official 
sources like the Chambers of Commerce, Trade Organizations and 
leading business houses are also utilised. For manufactured items, 
the information is collected from the manufacturers or the dealers 
of. the respective commodities. The data collected by the Com¬ 
mercial Intelligence Branches of the CCI&E at the port-towns is 
also utilised- 
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: >5:21. The Department of Economic Affairs is indeed the proper 
forum where the trends in prices ought to be studied. The interest 
of the Planning Commission in the behaviour of prices is easily 
understood but a Committee which is directly concerned with the 
day-to-day operations of the Government should have its secretariat 
in the Department of the Government which is primarily responsible 
for the monetary and fiscal policies of the Government rather than 
in the Planning Commission. We will, therefore, recommend that 
the Economic Division of the Department of Economic Affairs should 
provide the secretariat for the Committee on Prices. 

5.22. Some decisions on- the prices of agricultural commodities 
have important political implications and the forum of Committee 
on Prices is not even used for assessing the economic implications 
of these policies. The administrative ministries do not invariably 
consult even their own Economic Advisers before coming to a 
decision- While the importance of the political considerations can¬ 
not be under-estimated, it is only appropriate that full economic 
implications of Government policies should be brought out and this 
can be achieved only if all matters relating to prices, irrespective 
of political considerations are subjected to a detailed scrutiny in 
this Committee. Shifting the secretariat of this Committee from the 
Planning Commission to the Department of Economic Affairs is 
indispensable. 

5.23- A periodical study of the price trends, however, is not ade¬ 
quate. What is needed is a continuous research relating to the 
wider aspect of pricing. For instance, questions are often raised 
about the impact of monetary and fiscal policies on prices, the 
manner in which the prices are affected by changes in fiscal policies 
and measures relating to credit controls. It is also necessary to 
study in detail the production trends, imports, possibility of exports 
and the possible shifts in the pattern of effective demand. Then 
there are also the problems connected with the difference between 
producers’ price on the one hand and the wholesale and retail price 
at which certain agricultural and manufactured commodities are 
made available to the consumers. 

5.24- What has been stated above brings out the various complex 
calculations that must necessarily enter into any decision on price 
controls. Even the concept of “remunerative prices” is (difficult 
to define. Hitherto, the remunerative prices have often allowed an 
inadequate return to labour in the case of agricultural products and 
an inadequate return to capital in the case of industrial products. 
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As a result, the prices have failed to provide an adequate incentive 
to production and investment. 

5.25. An ineffectively administered control invariably leads to 
the emergence of an unauthorized market nullifying all possible 
benefits to the consumer. This fact itself should severely limit the 
number of commodities which can be brought under an effective 
price control. Effective price control over a few essential consumer 
items and intermediate goods would be preferable to a perfunctory 
price control over a large number of items. Since the control over 
price can have far-reaching consequences and can affect investment 
and production decisions, it is only appropriate that the machinery 
of the Tariff Commission ought to be utilised for determining a fair 
return so as to safeguard the interests of both the producers and 
the consumers. We would recommend that the present arrange- 
merit of using the Cost Accounts Organization of the Finance 
Ministry and an ad hoc fixation of prices should be given up and the 
machinery of the Tariff Commission utilised for fixation of fair 
prices. 

5.26- Administrative controls are an expensive device and 
should be resorted to, only when they are unavoidable. The example 
of the cement industry clearly brings out the practicability of 
entrusting the responsibility to the industry itself. We would re 
commend that for those industrial commodities which are manufac¬ 
tured in an organized sector, price and distribution control should 
be operated through the manufacturers’ organizations themselves, 
the State taking on itself merely the over-seeing responsibilities. 
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IMPORT COMDBOL 

fth A Study Team under the Chairmanship qf Sbpi H, C- Mafbyr, 
M-.R, submitted a Report to the Government as recently as in 13155 
on the working of the Import and Export Traffq Control Organisa¬ 
tion and made a number of recommendations to bring about proce¬ 
dural improvements. We, therefore, do not propose to qoyer the same 
ground. Nor do we think that the Administrative Reforms Com¬ 
mission should really undertake a detailed, study of the organisa¬ 
tional set-up of the various governmental aggpcies. to ppjrpojpt 
organisational defects and suggest marginal procedural improve¬ 
ments. The Organisation and Methods l^ing of tfrp Government, is 
fully equipped to undertake this job. In any case, suph studies have 
to be taken up frequently because the procedure keeps changing 
with every change in policy. This Study Team undertook to exa¬ 
mine oply certain, basic questions in the field of import-licensing, 
viz 

(a) If. the objective of the Import Control, is to conserve 
foreign exchange apd to secure i£s ; opfcpnym utilisation i? 
the present, mechanism of individual licensing the very 
best method for it? 

<£), I«39)spg to, the. enormous importance of imports and the 
vast number of persons directly affected by Import Control, 
is it worthwhile to create an autonomous organisation, 
quasi-judicial or otherwise and entrust it with the task 
of issuing licences, permits and quotas? 

(c) What should be the extent of participation, in advisory, 
consultative or in any other informal capacity by non¬ 
official trade organisations, in the matter of actual distri¬ 
bution of licences? 

6.2. Proper allocation of scarce resources is important in all 
planned economies and the extent of the Government intervention 
depends directly on the relative scarcity of the particular resources 
The most serious, pervasive and durable shortage in a developing 
country is the shortage of foreign exchange. The acute shortage of 
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foreign exchange, the inconvertibility dt some Of Ouf* foreign <^jc- 
charige resources and the low level of reserves have matte it OWI- 
gatery to match against each other the country’s foreign 'exchange 
receipts and disbursements over 9hort periods. Ihiport Icdhtrol 
regulates the distribution of the country’s foreign exchange re¬ 
sources between competing requirements and thereby indirectly 
plays an essential role in determining the pattern of economic acti¬ 
vities. 

6.3. Objectives of feupOrt CMiNl —!*he two objectives tybltih Vhe 
Import Control seeks to serve are to apportion the available 
exchange among the various users to meet the requirements of 
capital goods and current industrial inputs as also to achieve a 
progressive policy of import substitution. We will examine in 
the succeeding paragraphs the various administrative processes 
whereby these objectives of the Import Control are secured & as 
to assess the efficiency of this instrument. 

6.4. Maintenance Imports.— Since the Organisation of the Chief 
Controller of Imports and Exports is recommendation-oriented, 
the allocation of foreign exchange to individual firms is mote or 
less finally determined by the recommendation of the DGTB dr the 
other concerned technical authority. The entitlement of individual 
importers are determined mainly by two simple criteria which, in 
fact, influence the allocation decisions all along the control line, 
namely, “historical” shares and “registered” capacity. Other adjust¬ 
ing factors like the anticipated changes in production, anticipated 
changes in the indigenous contents of projects, inventory status of 
imported items etc. are only generally taken into account. The prime 
consideration is to relate the current allocation to that made in 
the past years. At the first stage, each sector roughly gets the same 
relative share as it had in the recent past. Given the existing level 
of capital equipment and labour, the allocation of scarce current 
inputs determines the level of production. Even if the Government 
knew the relationship between the amount of resource allocation 
to a given sector and the resulting output, they would have no Way 
of deciding if any given change in the output of one sector is pre¬ 
ferable to a different change in the output of the different sector. 
The criteria for decision-making are neither clearly defined nor uni- 
formally applied. The market value of the marginal product woUld 
in any case be an unsatisfactory criterion in the context of a detail¬ 
ed industrial plan. We would like to mention the change recently 
brought about in so far as 59 priority industries are concerned. 
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With regard to these industries, their full maintenance require¬ 
ments are provided on the basis of the installed capacity and the 
Government have given an indication that this facility will be 
available to them in a continuing way. 

6.5. Though the granting of an industrial licence does not imply 
any obligation on the part of the Government to make available 
all the required imports of current production materials, in fact an 
obligation is felt to exist. The result is that all licensed capacity is 
treated alike and allocations to individual units are made in pro¬ 
portion to their full capacity requirement. “Fair” distribution 
logically leads to distributing the scaracity equally between all 
concerned. 

6.6. While making the allocation to different sectors, a more 
meaningful apportionment could be attempted if the Government 
possessed reliable statistics of the different ratios of utilised capa¬ 
city in different industries. Though the DGTD does get the periodi¬ 
cal returns from industrial units in his charge, there is no syste¬ 
matic processing of this data. We would recommend that the DGTD 
should periodically work out for each important industry the utilisa¬ 
tion of the installed capacity so that the allocation of current inputs 
could be viewed along with this data to ensure, their optimum utilisa¬ 
tion. In other words, physical control over the allocation of resources 
should be geared to specific criteria which are determined with the 
knowledge of the precise targets to be achieved. In other wordB, 
the present system of apportioning the available amount of foreign 
exchange to various industries on an equitable and uniform basis 
-should be replaced by a system which is capable of allocating this 
.-scarce resource on a more selective basis. On the one hand, we 
would have priority industries whose allocation would be govern¬ 
ed not by the availability of foreign exchange but by the optimum 
utilisation of their capacity. This would correspond to the present 
list of 59 priority industries who have been assured of full foreign 
-exchange requirements based on their production capacity. Even 
for the industries enjoying no such priority, a more selective treat¬ 
ment should be possible instead of the present system which distri¬ 
butes scarcity uniformally without any consideration to the margi¬ 
nal utility of the scarce resource like foreign exchange in different 
industries. We feel that a rational system of apportionment must 
seek, to the extent possible, to maximise production with the limit¬ 
ed amount of foreign exchange available to the country. 
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6.7. This brings us to a more basic matter, namely, the use of 
import control, which is essentially an instrument of allocating 
foreign exchange, as a device for regulating the setting up of indus¬ 
tries. In an earlier Chapter on the ‘Control on Investment’, we 
have come to the finding that the present licensing procedure: is 
an inadequate tool for channelizing investment to those fields of 
industry which are considered to be of high priority. We noticed 
that the existing procedure is essentially negative in character. We 
have, therefore, recommended that the licensing procedure be 
given up altogether. Since major industries needing sizeable invest¬ 
ment depend on the allocation of foreign exchange either for the 
import of capital goods or for the import of current inputs, the 
process of allocation could be an excellent instrument to guide the 
investment decisions. Every six months or annually a “Red Book” 
on the Import Trade Control Policy is published "By the Govern¬ 
ment narrating the detailed policy of the Government with respect 
to the import of individual commodities. While the policy for the 
established importers is completely determined by this document, 
industrial units who are given foreign exchange for their mainten¬ 
ance requirements as actual users have no pre-determined policy 
and they have to depend on the lumpsum allocation given to the 
DGTD who then embarks on distributing it unitwise. We feel that 
a considerable amount of uncertainty inherent in the present pro¬ 
cedure could be obviated if Government policy in respect of the 
maintenance imports of the industrial units could also be syste¬ 
matised and published for general information. This will certainly 
necessitate a complete data regarding the installed capacity and its 
utilisation in the different industries, and we have recommended 
above that the DGTD should equip himself with this information. 
The maintenance imports are regulated by the DGTD’s assessment 
of what should be the indigenous content in a particular product, 
looking to the technology involved and the raw materials available 
within the country. We feel that this assessment should be made 
periodically and the expected indigenous content in a particular 
product should be announced. Even the new entrants in a parti¬ 
cular industry, who will now require no industrial licence, will 
know before hand the extent to which imports will be permitted. 
It naturally follows that an industrial unit requiring no foreign 
exchange either for the import of capital goods or for c urr ant 
inputs will have no regulation from Government whatsoever, unless 
of course, the industry has been declared of a low priority and the 
setting up of new capacity altogether banned. We will, therefore, 
recommend that the Government policy regarding the maintenance 
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imports to be allowed to different industries should be periodically 
published on the lines of the “Red Book ” 

6.S. Meaningful Apportionmeht.—Purely as a devise to balance the 
supply And demand of foreign exchange resources, it is possible to 
thihk of a number of possible alternative systems in place of the pre¬ 
sent physical control on imports. For instance, the introduction of a 
fluctuating exchange rate with a sheltered rate for the strategic sector 
would be one answer. A system of multiple exchange rates (use- 
wise) would be another. These systems, however, will not serve the 
needs of a country which has set before itself a specific and detailed 
plan programme. There is no reason to expect that the free working 
o\ the market, even after devaluation, would discourage the demands 
of t^ie sectors socially considered to be least essential. On the 
contrary, there is reason to expect that the market would favour 
some low-priority activities which yield an excessively high profit. 
The exchange rate which would equate the supply and demand of 
foreign exchange would render unattractive certain essential acti¬ 
vities. If these activities are justified by strategic considerations 
they have to be performed and the necessary foreign exchange 
allotted to them. The resource-mix used by these sectors cannot 
be determined by market profitability considerations. 

6.9. Physical control over imports is also necessary because of 
the hetrogenous nature and inconvertibility of the major portion of 
India’s foreign resources. The control mechanism works in such a 
way as to ensure roughly the full utilisation of each category of 
available funds. As long as country-tied loans and bilateral trade 
provide a substantial portion of India’s foreign exchange, some 
form of physical allocation has to be maintained or else multiple 
exchange rates will have to be used. The alternative of employing 
a multiplicity of nominal cross-rates for the separate type of funds 
with varying scarcities would not be acceptable. 

6.10. It has been argued that, in the context of the acute short¬ 
age of foreign exchange an import licence is almost a matter of 
privilege. It has also been suggested that for achieving the opti¬ 
mum allocation of this scarce resource, the present system of ad¬ 
ministrative rationing should be replaced by the system of selling 
the licences in a free market so that the full scarcity value of foreign 
exchange is realised. The argument prima facie is quite attractive 
but we do not think that the proposed system can really function 
in an economy whose development is planned in accordance with 
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a socially acceptable pattern. If the investment has to be channe¬ 
lized to the industrial fields which are considered of high priority, 
we do not think that the provision of maintenance imports to them 
•can be left to the caprice of the free market. Having committed 
■the country’s capital to these industries it would be highly waste¬ 
ful to starve them of the imported current inputs. 

6.11. We do not think that a system of auctioning import licences 
can be introduced even for the “established importers”. The role 
of the established importer is progressively diminishing and it is 
a pronounced policy of the Government to entrust the import of 
bulk commodities to the STC. Only minor commodities will be 
left tc the established importers and they will predominently 
consist of items which need some sort of after-sales-service. For 
such items, the established importers possess some organisation 
whose services must be utilised. They also have established long¬ 
standing connections with the foreign suppliers which can be 
abruptly snapped only to the detriment of the country. Auction¬ 
ing import licences to the highest bidder will jeopardize the 
interests of the consumer as it will bring in the field speculators 
having no sustained interest in trade whose main idea will be to 
maximise the profit. Any premium' earned by the Government will 
be a direct addition to the final price paid by the consumer. We, 
therefore, rule out this system as an alternative to the present 
import licensing mechanism. 

6.12. It is easy to justify the present system of import control 
on the ground that it is doubtful whether the market mechanism 
can achieve the pattern of allocations corresponding to the social 
priorities. Our main concern should be to see that the control 
mechanism itself implements the priorities set by Government. 
Limitations can arise out of administrative inefficiency, inadequate; 
knoweledge of the economy and unauthorised transactions. Import 
Control can be administratively efficient only to the extent its 
objectives become precise, feasible and quantified. 

6.13. Import Substitution.—The second objective of the 
Import Control, namely, to encourage import substitu¬ 
tion is achieved through the “indigenous angle” 
clearance process. All imports, both private and public, 
without any significant exceptions are subject to this clearance. 
Kecently, after devaluation, the 59 industries which have been 
classified as priority industries, have been exempted from this 
42 H. A.—6. 
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rigorous control to some extent and they are prohibited from 
importing only those items which are on the “banned” list. The 
process completely insulates domestic firms from all conceivable 
foreign competition. There is no selectivity, no encouragement to 
those who have a greater comparative advantage. Import Control 
also offers protection against internal competition because the out¬ 
put is restricted much more by the scarcity of current inputs than 
by the exhaustion of available production capacity. Every existing 
firm is entitled to a fair allocation of scarce inputs at international 
prices. This determines its share in the total production. No 
producer can increase his share by reducing the price and conse¬ 
quently the average cost of the least efficient producer provides a 
fairly effective floor to the price level. Control over allocation 
thereby acts as an enforced market sharing. This fully accounts 
for the fact that a vast majority of existing firms having acquired 
a stake in the maintenance of the present system, are opposed to 
any fundamental modification. The present system shelters ineffi¬ 
cient fir ms and limits the rewards for efficiency. Inspite of the 
general complaint regarding the gross under-utilisation of the pro¬ 
ductive capacity owing to the scarcity of current production 
materials, the present system is higly tolerant towards inefficient 
use of capital. Since the individual firm’s share in the total allo¬ 
cation bears a fixed ratio to it9 installed capacity, the present 
system tends to encourage excess capacity. 


6.14. While encouraging the domestic manufacture of goods, the 
present system does not pay enough attention to the development 
of techniques based on domestic resources and raw-materials. The 
encouragement and the protection afforded to the indigenous 
industry is the same whether the domestic cost is small or large in 
relation to the import saving achieved. The argument that foreign 
exchange is invaluable, misses the cardinal point, namely, that the - 
total volume of import substitution that can b(T accomplished 
during any period is limited and consequently, under-taking import 
substitution at a relatively high cost necessarily means by-passing 
the relatively low-cost substitution possibilities. The customs duties 
have ceased to be protective in nature because indigenous industries 
rely on quantitative restrictions and indigenous clearance procedure 
rather than on tariff rates. The machinery of the Tariff Commis¬ 
sion as an instrument of protection to infant industries has itself 
fallen into disuse. The result is the failure to differentiate between 
infants and the misfits. 
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6.1b. We nave suggested elsewhere, while discussing the 
strategy of Export Promotion that the Government should have a 
second look at the concept of indigenous availability if our exports 
of manufactured goods have to make a significant impact in the 
world markets. We feel that" a breath of competition from imports 
will bring the very desirable cost-consiousness in Indian industry. 
This is not to suggest that the newly established industries in this 
country need no protection but a reasonable limit to the period of 
protection will introduce a very welcome rationality in investment 
decisions. Devaluation had already furnished to the Indian industry 
a considerable safeguard and should enable the Government to 
bring about a modification in the tools used for protecting infan t 
industry. We would recommend that in future a greater reliance he 
placed on protection provided by tariff rates which could he adjusted 
to provide protection for a definite period only. If the import of 
certain commodities is to be prohibited because they are luxury 
items, their imports can, of course, be totally banned. If certain 
industries have been established in the country which cannot get 
protection by any conceivable rate of import duty, we would at least 
know the economic validity of our investment decisions. It goes 
without saying that goods having strategic importance will have 
their own logic and will not be considered from economic angle alone. 
For the rest, a suitable rate of import duty should furnish an ade¬ 
quate safeguard. It will also have the advantage of dispensing with 
the present highly complex and time-consuming procedure that in¬ 
evitably is attached to “indigenous angle” clearance. To the extent 
tariff rates are rationalised and simplified the policy of import sub¬ 
stitution becomes more rational. There will always he cases in which 
a greater degree of protection is necessary. But in such cases we 
would recommend that the machinery of the Tariff Commission 
should be invariably utilised for a through examination of the 
particular industries’ problems. 

6.16. To conserve foreign exchange, it is of course imperative 
that the production capacity established within the country should 
be used to the maximum possible extent. The DGTD, while deter¬ 
mining the import policy for the actual-user industrial units will 
certainly take into account the indigenous availability of the vari¬ 
ous raw materials and components. In this, he will be guided 
purely by availability and not by the price or cost of the concerned 
item. In determining the import packet to be allowed to the 
several industries he can be extremely strict. But having once 
fixed the quantum of imports permissible to an industrial unit we 
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would, recommend that certain amount of manoeuvrability should be 
allowed to the importer who can order the raw materials and com¬ 
ponents taking into consideration not only the availability within 
the country but the price and the time schedule of deliveries. Protec¬ 
tion to any industry, if necessary, should be by the adjustment of 
tariff rates as recommended by us earlier rather than by a meti¬ 
culous examination, from indigenous availability angle, by the DGTD. 

6.17. Consultation with Trade and Industry.—The main forum 
where trade and industry are associated with the Government policies 
and import licensing procedure, is provided by the Import Export 
Advisory Council set up under the chairmanship of the Minister 
of Commerce. The functions of this Council are, 

(a) to advise on policies and programmes of foreign trade In 
the context of the development of the world trade, 

(b) to make suggestions on import policy and licensing pro¬ 
cedure, import rationalisation, import substitution and 
export promotion policies, 

(c) to discuss the difficulties of trade, manufacturers and 
consumers as a result of the operation of the Import and 
Export Control. 

6.18. The Council consists of the representatives of the several 
Ministries of the Government in addition to the representatives of 
non-official organisations. We recommend that the policy and the 
procedure for the allotment of foreign exchange to- the industries and, 
the principles to be followed in the unitwise allocation to individual 
firms should be periodically discussed with non-official organisations. 

6.19. The import, policy has serious repercussions on the develop¬ 
ment of industry and consequently the Development Councils ought 
to be vitally concerned with it. While determining the import policy 
to be followed either for established importers or the actual users 
from lime to time we recommend that the views of the various 
Development Councils ought to be taken into consideration. 

6.20. Autonomous Board for Licensing.—It has often been sug¬ 
gested that the actual allotment of permits and licences should be 
entrusted to an autonomous Board. Alternatively, it has been 
suggested that the implementation of certain controls may be de¬ 
legated to industrial associations or users’ associations. Some have 
gone to the extent of suggesting that in the interest of inspiring 
confidence in the public, issue of permits, licences and quotas should 



appropriately be handled by a QUasi-judicial authority like t£i§ 
Licensing Justices in the U.K. We firmly believe that none of the 
above suggestions is really practicable ani that they primarily 
emanate from the general feeling that trade and industry are not 
taken into confidence and are not associated either in framing the 
policy or in laying down the procedure. 

6.21. The executive Government cannot appropriately divest 
itself of its responsibility for the operation of these controls. For 
instance, the issue of industrial licences or import licences is based 
on the provisions of relevant enactments of the Parliament and the 
rules framed thereunder. The executive Government administers 
the Acts and Rules in accordance with the policy of the Government 
laid down from time to time. The Government has to take 
into account not merely the physical targets fixed for industry but 
every other factor like the balanced regional development, possibi¬ 
lity of exports, avoidance of monopoly, judicious import substitution 
etc. An autonomous Body, not closely associated with these con¬ 
siderations can hardly be expected to carry out the government 
policies fully and properly. This, apart from the inherent difficulty 
of entrusting to a single autonomous Body, the licensing work re¬ 
lating to innumerable controls. We cannot help feeling that these 
suggestions arise out of the public’s dismay and impatience with 
the imperfections that have crept into the existing system and do 
not really reflect the merits of the alternatives proposed. 

6.22. The complexity of the Government functions in the econo¬ 
mic field unavoidably leads to the situation wherein the Parliament 
can only lay down the general policy leaving considerable rule- 
making power to the Administration. 

6.23. The Parliament cannot achieve the legislative ambition in 
any other way but by a wholesale delegation of rule-making power 
to the administrative agency. Tasks like the awarding of licences, 
permits and quotas have to be performed by the administration as 
the job is not well-suited' for judicial determination. The accom¬ 
plishment of legislative objectives requires a mastery over details 
and the flexibility found in administration alone. Moreover, the 
very combination of several activities like rule-making, licensing 
inspection, adjudication in the same agency enriches the knowledge 
of the agency and brings forth administrative expertise. Arising 
out of the primary enactments which lay down the social objective 
and informed by the ideal of equity among citizens the various 
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regulatory actions of the Government acquire a quasi-legislative 
Character on the one hand and a quasi-judicial nature on. the other. 
Standing between the Parliament and the judiciary the executive 
is eminently suitable to carry out the policies of the Parliament in 
the manner of courts, of law. 

6.24. Need for Specificity.—The main drawback, to our mind, is 
the lack of specificity in Government policies. It is well to re¬ 
cognise that problems of policy go deeper than problems of admini¬ 
stration and that the efficient administration of contradictory policies 
cannot produce coherent results. Any administration which is 
alive to the changing situations has to exercise discretion in a wide 
variety of cases which cannot be reduced to set rules. All the 
same, we have to attempt an increasing area of specificity and an 
enunciation of well-defined criteria to guide the executive discretion 
and eliminate ad hoc decisions. Each decision probably can be 
justified on excellent grounds but a person aggrieved by an 
administrative decision needs considerable convincing before he can 
accept it as valid and beyond reproach. In the present circum¬ 
stances, when the granting or a refusal of an import licence can 
make all the difference to the concerned person’s business, we do 
not think that the present avenues open to him for the redressal of 
his grievance by appealing to the higher and higher levels of Gov¬ 
ernment are really adequate. 

6.25. Board of Referees. —We are quite aware that the organi¬ 
sation of the Chief Controller of Imports and Exports is recommen¬ 
dation-oriented and consequently, a vast majority of licences are 
issued on the basis of recommendations which originate in outside 
organisations, called sponsoring authorities. An appeal against the 
refusal of an import licence, in effect, amounts to an appeal against 
the recommendations of the sponsoring authority. We, however, do 
not have to be guided by nomenclature alone and a recommendation 
which has the finality of an order must be recognised as such. 
Appeal to the higher authority in the same Department is vitiated 
by the fact that each Department comes to acquire a philosophy oi 
its own. There is also a feeling, never explicitly mentioned but 
frequently implied, that Officers at high levels have a tendency to 
support the actions of their subordinates. Above all, it is a matter 
of clientele satisfaction and creating public confidence. We would, 
therefore, recommend that a Board of Referees should he constituted 
to hear appeals on orders issued under Import Trade Control. 



6.2o. Officers of the CCI&E’s Organisation are also competent to 
take departmental action against the defaulting party under the 
Exports and Imports (Control) Orders. Officers not below the rank 
of a Deputy Chief Controller of Imports and Exports have the power 
to debar or to suspend a party from obtaining a licence. A party 
punished in this fashion can make representations to the higher 
authorities or to the Ministry of Commerce. A formal appeal oan 
also be preferred to the higher departmental authorities. The Board 
of Referees contemplated by us would be the right forum where 
representations against these punitive orders could also come up for 
review. The recourse to the Board of Referees, however, should be 
permissible only after the departmental appeals have been exhausted 
•or else the Board will be flooded with representations making its 
functioning well-nigh impossible. Since these representations arise 
out of the operation of the import control, the office of the CCI&E 
should provide the Secretariat for the Board of Referees. 

6.27. It may be argued that our Appellate Tribunal can function 
appropriately only when the rights of a citizen arise from a legis¬ 
lative enactment and the grievance pertains to a wrong application 
of legal provisions to a given set of facts. Inasmuch as the right to 
an import licence is not derived from any statute, the existence of 
an Appellate Tribunal, it may be felt, will not be an appropriate 
forum. We have advisedly called this forum a Board of Referees 
precisely with this consideration in view. No one can legitimately 
challenge the administration’s right to allocate foreign exchange for 
different uses in the pattern they feel best but the distribution of 
available foreign exchange earmarked for a purpose has to be equi¬ 
table and what is even more important must follow well-defined 
and specific criteria. The DGTD is fully competent, while allocat¬ 
ing foreign exchange to individual units to take into consideration 
several factors like the level of inventories, the past performance 
of the firm,- its product-mix etc. But the party has a right to know 
what these specific criteria are and how they have been applied to 
his case, the function of the Board of Referees is not to guide the 
Government as to the channels in which scarce resources are to 
be diverted. But the Board can certainly ensure that the distribu¬ 
tion of the resources has followed specific criteria. The soundness 
of the criteria and the technical considerations underlying them 
.are outside the Board’s domain. 

6.28. It may be asked as to the nature of the remedies which the 
Board can offer. It is quite plain that the Board’s finding will be 
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only a recommendation which the Government should be morally 
obliged to follow. If, in a case, the Board comes to the finding that 
the legitimate claim of a party has been ignored, it is quite possible 
for the Government to make good the deficiency either during the 
current or in th e succeeding licensing period. The fact that the 
administrative decision and the exercise of discretion is subject to 
examination in an outside body will have an enormous salutary 
effect. To prevent frivolous appeals the Board should charge a 
specified amount of fee. 

6.29. The composition of the Board should be such as inspires 
public confidence. As the nature of the Board’s duties involves no 
judicial evaluation or legal interpretation, the Board should not 
have any member of the judiciary on it. On the other hand, to 
bring about a close rapport between the regulators and the regu¬ 
lated the Board should have some representatives from the recognis¬ 
ed bodies in the field of industry and commerce like the FICCI and 
the Associated Chamber. It should be presided over by the 
Secretary, Ministry of Industry and have representatives from the 
concerned administrative Ministries. 

6.30 Procedural Simplicity— We are making a particular mention 
of one specific procedural matter connected with import licensing, 
namely, the requirement whereby applicants are asked to produce 
the Income-Tax Verification Certificate or an Exemption Certificate 
by the Income Tax Officer before an import licence can be issued to 
him. We are mentioning this procedural matter because this 
discloses a tendency which we consider to be neither rational nor 
desirable. Import Control has its own objective to serve and it would 
be an illegitimate extension of this power to use it as a lever for as¬ 
sisting income tax collection. This linking of an administrative tool 
with purposes totally unconnected with its objectives is also ex¬ 
hibited elsewhere. After the imposition of restrictions on travel 
abroad on account of foreign exchange shortage, the Ministry of 
Finance seeks a clearance from administrative Ministries concern¬ 
ed before permitting an Indian national to go abroad. For instance 
a doctor intending to participate in a professional conference abroad 
will need a clearance from the Ministry of Health, even though the 
proposal may have no foreign exchange implications at all. Income 
Tax authorities have their own resources to ensure collection of in¬ 
come tax and we should not expect every governmental agency com¬ 
ing in contact with the income tax assessees to look after their 
collection. This procedural hurdle is extremely time consuming and 
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an enormous time of the CCIE’s organisation is wasted in checking 
this requirement and verifying its fulfilment. Private profit at the 
cost of Government revenue can assume any number of forms and 
there is no reason why payment of income tax alone should be singled 
out for special treatment. We, therefore, recommend that the present 
practice of asking for income tax clearance frorru the import licensees 
should be given up. It would be altogether a different matter if the 
income tax authorities have black-listed defaulters who can be 
rendered ineligible not only for import licences but for any other 
permits and quotas. But in the absence of this black-listing the 
provision is only annoying to a large number of importers. 



Chapter VII 


COORDINATION IN THE INDUSTRIAL SECTOR 

7.1. The role of the Government in regulating the growth of indus¬ 
tries in the context of the successive Five-Year Plans is rather far- 
reaching. Numerous Government Departments and Organisations 
have a vital role to play in this behalf and perform several duties 
allotted to them. Starting with a comparatively simple Organisation 
wherein a single Ministry of Industry with the DGTD as one of its 
wings, was looking after all the aspects of the industrial develop¬ 
ment, a situation has been reached wherein a larger number of 
sectoral Ministries have assumed responsibility for different indus¬ 
tries in their charge. This development was inevitable owing to the 
following reasons: — 

(a) The work-load became enormous and had to be decentra¬ 
lised; this involved the creation of new Ministries like 
the Ministry of Petroleum and Chemicals, the Ministry of 
Iron & Steel, the Ministry of Mines and Mietals; 

(b) When the country’s industrial growth is sought to follow 
a desired pattern in consonance with planned targets, for¬ 
mulation of policy involves not merely the administrative 
Ministries but other agencies like the Planning Commis¬ 
sion, the Department of Economic Affairs, the Department 
of Coordination in the Finance Ministry also; 

(c) A number of ancillary jobs like the programming of the 
training of the skilled workers, coordination of the work¬ 
ing of the public sector projects by the Bureau of Public 
Enterprises, Manpower Planning in the Ministry of Home 
Affairs have come to acquire increasing significance. The 
need for coordination in the working of these Organisa¬ 
tions, therefore, becomes apparent. As a result of the pro¬ 
liferation of the agencies dealing with this subject, the 
overall coordination among them has itself become diffi¬ 
cult. Before we come to any conclusions and make speci¬ 
fic recommendations, it will be useful if a brief account of 
the role of the different agencies in the field of industrial 
administration is briefly mentioned. 
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Industrial Policy and Administration: 

7.2. Ministry of Industry.— The responsibility for policy and plan- 
Bing should vest normally in the Ministry of Industry, although 
"technically this is the case, in practice, other agencies like the Plan¬ 
ning Commission and the Ministry of Finance have assumed greater 
initiative. The Ministry of Industry does not even control the Bureau 
-of Public Enterprises and hence does not have much voice in the 
overall problems of the public sector undertakings. Till the reorgani¬ 
zation of the Department a fortnight ago, even the DGTD, who is 
the chief technical advising agency of the Government, was located 
■outside the Ministry of Industry. The Coordination Section in the 
Ministry of Industry today merely serves the purpose of channelisa¬ 
tion of industrial licensing applications and performs secretarial 
duties for this purpose. On receipt of applications, it distributes the 
copies to various Ministries, viz., Industries Division of the Planning 
Commission, Department of Economic Affairs, the Company Law 
Division ‘of the Ministry of Finance, the DGTD/Textile Commis¬ 
sioner/Iron & Steel Controller/other Technical Advisers and the 
concerned Directors of Industries. On receipt of their comments, 
the case is submitted to the Industrial Licensing Committee. Apart 
from this secretarial duty and maintenance of statistics, the Minis¬ 
try of Industry has no particular coordinating duty. 

7.3. The Ministry of Industry is responsible for the approval of 
import of capital goods, foreign collaboration agreements, allocation 
of foreign exchange and foreign credits to individual projects. 

7.4. The Ministry of Industry coordinates the requirements of 
-Capital goods for the entire industrial sector. It is also entrusted with 
the formulation of general policy for this in consultation with the 
Ministry of Finance, the Planning Commission and other Ministries 
concerned. Coordination in this field is achieved through an inter- 
Ministerial Committee styled as the Capital Goods Committee under 
the Chairmanship of the Secretary of the Ministry of Industry. This 
Ministry also lays down the general policy with regard to the foreign 
investment in. Indian industries. Through the machinery of the 
Foreign Investment Committee and the Foreign Agreements Com¬ 
mittee, it looks after the approval of foreign technical collaboration 
and investment proposals. The overall allocation of foreign exchange 
to the various sectors of economy is made by the Ministry of Finance, 
Department of Economic Affairs. The industry-wise and the sector- 
•wise allocation is then the responsibility, of the Ministry of Industry. 

7.5. With the establishment of the Bureau of Public Enterprises 
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in April, 1965, the Ministry of Industry had only marginal coordina¬ 
ting duties in relation to public sector undertakings. The Ministry 
of Industry is also incharge of the development and coordination of 
the small scale sector. 

7.6. Planning Commission.—The industrial sector forms one of 
the most important parts of the Five-Year Plans and the Planning 
Commission is responsible for working out the targets for different 
industries, both in the public and the private sector. This involves, 

(a) Appraising of the past trends and performances; 

(b) Assessment of major current problems; and 

(c) Determination of measures and policies for future growth. 

The first exercise is to draw up the broad strategy of the Five-Year 
Plan and the overall economic growth to be aimed at. Within this 
overall framework detailed plans for individual sectors, e g. Industry, 
Agriculture, Transport etc. are worked out keeping the various 
crucial inter-relationship in mind. The Planning Commission sets 
up a number of Working Groups comprising of the representatives of 
the various Ministries and also from the private sector for drawing 
up the programmes for individual industries. The Working Groups 
make estimates of the demand for different industrial products espe¬ 
cially for the basic industrial commodities like steel, fertiliser, and 
machinery. These industrial plans are finally woven into a coherent 
plan by scrutiny of the mutual inter-relationships of the inputs and 
outputs. The balance between the physical programme and the 
financial resources for fulfilling the programme is also established. 

7.7. There is no system of formal revision of the industrial targets 
laid down in the Plan. Adjustments, if any are sought to be made 
through the institutional arrangement of the Licensing Committee 
in which the Commission is represented. So far as the private sector 
is concerned, the study of actual investments is made by the Reserve 
Bank of India. 

7.8. The Committee on Plan Projects of the Planning Commission 
was established to help in achieving greater efficiency and economy 
in the administration of the projects and the programmes. They also 
undertake studies in the field of Management and Development 
Administration. The main objective is to evolve suitable program¬ 
ming and reporting methods and systems and to assist in their 
application to specific projects and public sector undertakings. 
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7.9. Administrative Ministries—They are solely incharge of the 
industries in their sector, though these Ministries consult the 
Technical Advisers including the Director General of Technical 
Development and also take into account the comments of the State 
Governments and the Planning Commission. It is the view of the 
administrative Ministry which prevails in the Licensing Committee. 
This is consistent with the responsibility shouldered by the 
administrative Ministry and particularly with the responsibility of 
the concerned Minister to Parliament. 

7.10. Bureau of Public Sector Undertakings.—The Bureau of 
Public Enterprises was meant to act as a service, coordination, and 
evaluation agency and its main functions are as follows:— 

(a) to provide a central point of reference and consultation on 
and to deal with matters of general interest, like organisa¬ 
tional patterns, methods of management, personnal 
policies, collaboration arrangement, training programmes, 
project planning, economic social and financial policies, 
etc. 

(b) to explore all avenues of economy in capital costs of pro¬ 
jects (including townships) by scrutiny and analysis of 
elements of such costs in projects of different types; 

(c) to devise steps for improving the productivity and profit¬ 
ability of public enterprises by keeping under constant 
review their performance through suitable methods of 
reporting and analysis of the performance data; 

(d) to undertake appraisal and evaluation of selected areas in 
the performance of public enterprises or in individual units 
as may become necessary from time to time; 

(e) to prepare for presentation to Parliament an Annual 
Report on the working of the Central Government Under¬ 
takings or such other Reports as may be called for by 
Committees of Parliament or other Governmental 
agencies. 

7.11. Department of Economic Affairs.—In the industrial sector, 
i;he most important function of the Department of Economic Affairs 
lies in the allocation of foreign exchange for industrial development 
in the public and private sectors. They are also responsible for the 
provision of adequate finance through the Industrial Finance Corpo- 



rations, control over Capital Issue; the participation of foreign capi¬ 
tal in Indian industries. Through the annual revenue and capital 
budgets, this Department virtually determines the quantum of 
investment in industry. 

7.12. This Department looks after foreign exchange implication# 
of all projects and their representative is a permanent member of the 
Licensing Committee and the Foreign Agreements Committee. The 
Secretary of this Department also functions as the Chairman of the 
Foreign Investments Committee, 

7.13. Department of Coordination, Ministry of Finance.—The- 
Department of Coordination is closely associated in the scrutiny of 
the projects, both in the public and the private sectors. Their main 
concern is to ensure that projects requiring large investments are 
planned in a realistic fashion and do not lead to sectoral imbalances. 
This scrutiny is generally more thorough in respect of public sector 
projects. The Department prepares the capital budget of the 
Government of India, which in addition to the Central Government 
schemes in the development field also contains the proposals for 
grant-in-aid to State Governments. The Department assists the 
Cabinet Secretariat in servicing the Industries and the Economic 
Committees of the Cabinet. It carries out special studies regarding: 
possibilities of additional taxation by State Governments, the taxa¬ 
tion of agricultural income, effect of freight concessions on move¬ 
ment of important commodities, coordination of power plant 
manufacturing with the requirements of the power projects etc.. 
Thus the activities of the Department of Coordination overlap with 
those of the Department of Expenditure, Department of Economic 
Affairs, administrative Ministries concerned with different industries. 
Planning Commission and the Bureau of Public Sector Undertak¬ 
ings. 

7.14. C.S.I.R. and other Research Organisations.—Development of 
indigenous process know-how and indigenous substitutes is one of the 
important functions of the various laboratories under the CSIR. 
The benefit of this research is to be passed on for utilisation by 
industries, both in the public and the private sectors. 

7.15. The following are the principal steps taken to maintain 
liaison between the Ministry of Industry, CSIR, and other industrial 
research organisations to ensure that foreign collaboration is not 
allowed for industries where indigenous know-how is available. 



(1) The views of the Council of Scientific and Industrial Re¬ 

search are taken into consideration by the Inter-Minis¬ 
terial Committees which consider (i) applications for the 
issue of industrial licences and (ii) applications for the 
approval of the terms of foreign collaboration. Suitable 
representation to the Council of Scientific and Industrial 
Research has also been given in the various Development 
Councils constituted under the Industries (Development 
and Regulation) Act, 1951. 

(2) A Joint Standing Committee for Research and Industry 
has been constituted by the Council of Scientific and 
Industrial Research under the chairmanship of the 
Minister of Industry. This Committee periodically reviews 
the relations between research and industry and problems* 
of utilisation of indigenous know-how and research. 

(3) A Joint Committee of Council of Scientific and Industrial 
Research and the Directorate General of Technical 
Development has been formed for close and continuous 
liaison between these two bodies. 

(4) Every national laboratory has a Technical Information 
and Liaison Cell which has the specialised task of 
approaching industries, identifying their problems and 
ensuring a follow-up of sponsored research in the 
laboratories. 

(5) The Secretary, Department of Atomic Energy is also a 
member of the Foreign Agreement Committee and is 
associated with the meetings of the Foreign Agreements 
Committee and the agenda papers and proceedings of its 
meetings are being regularly sent to him. 

7.16. D.G.T.D. —The role of the Directorate General in the task 
of planning and development of all industries with the exception of 
a few like iron and steel, textiles, jute, sugar and vanaspati, has been 
set out in the annual report of the organisation in the following 
terms; 

(i) Assisting in the planning and development of industries to 
secure a well-balanced and properly coordinated pattern 
of industrialisation of the country; 

(ii) Formulating the detailed industrial production targets 
under the Five-Year Plans and keeping them under con¬ 
stant review; 



4iii) Securing increased' production of those articles and com¬ 
modities the present production of which is insufficient to 
meet the country’s demand and ensuring improvement in 
the quality of production; 

(iv) Examination from technical angle of applications received 
under the Industries (Development and Regulations) Act, 
1951, for establishing new industrial units or for effecting 
substantial expansion of existing production units and 
making appropriate recommendations to the concerned 
Ministries; 

(v) Making recommendations or tendering advice regarding: — 

(a) Formulation of import and export policies, 

(b) Tariff protection; 

(c) Training of technical personnel overseas etc. 

(vi) Collection and compilation of industrial data relating to 
installed capacity, actual production, employment position, 
stocks, prices, etc., and apprising the Ministries concerned 
of their trends; 

(vii) Guiding the work of the Development Councils constituted 
under the Industries (Development and Regulations) Act 
and performing the work of Secretariat of the various 
Development Councils; 

(viii) Conducting studies aimed at finding out substitutes for 
imported/scarce raw materials and finished products. 

7.17. Apart from the organisation mentioned above, some Minis¬ 
tries have other specific jobs in the field of industrial coordination; 
for instance, the Ministry of Labour is concerned with the overall 
coordination of industrial labour policies and the Ministry of Home 
Affairs controls the Industrial Management Pool and deals with the 
recruitment, promotion and transfer of the officers in the PooL 
The Directorate of Manpower in the Ministry of Home Affairs looks 
after the work relating to the requirement of technical personnel and 
functions as the Manpower Division of the Planning Commission. 
The Department of Defence Supplies is responsible for planning for 
substitution of import requirements for defence purposes by utilisa¬ 
tion of the industrial capacity installed in the country. 

7.18. The above narration of the activities of the various agencies 
of the Government in the field of industrial coordination leads to 
the following conclusions: 



(a) Though the private sector is expected to play an important 
role in the industrial development of the country, there is 
no active collaboration by this sector in the matter of 
industrial planning, allocation of foreign exchange for 
private sector industries and evaluation of the progress 
achieved in private sector industries. 

(b) We welcome the shifting of the DGTD’s Organisation which 
was recently transferred froth the Ministry of Supply and 
Technical Development to the Ministry of Industry. 

(c) The bulk of the work of the Ministry of Industry and the 
other Ministries concerned with industrial development is 
of the executive type, e.g. disposal of applications for indus¬ 
trial licensing, import of capital goods, foreign collabora¬ 
tion, foreign investment 

<d) The role of the Department of Coordination in the Minis¬ 
try of Finance impinges on the role of the Planning 
Commission and the administrative Ministries. 

(e) Although the Bureau of Public Sector Undertakings has 
been established as a service, coordination and evaluation 
agency, it does not have the necessary technical manpower 
with it. The Bureau of Technical Consultancy which 
caters to the public sector undertakings in the field of 
engineering technical consultancy is located irf the NIDC 
under the Ministry of Industry. 

7.19. Admittedly, the industrial field has become so complex that 
•a number of Ministries perforce have to take charge of the individual 
’industries and specific problems. It, however, seems to us That the 
Ministry of Industry which is in overall charge of the industrial 
development of the country should have a more decisive role so that 
it could offer an effective leadership and initiative in matters of 
•general importance in the industrial field. It is not intended that the 
Ministry of Industry should curtail the autonomy of the other 
Ministries. There are numerous fields in which a coordinated 
approach and uniform policies are desirable. For instance, issues 
such as the following could be profitably considered in a central 
agency: — 

(a) Policy on capital goods, foreign collaboration etc. 

(b) Industrial planning, inter-industrial relationships, inter¬ 
sectoral balance, regional dispersal, avoidance of concen¬ 
tration of power. 


42 H. A.—7. 
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(c) The problems of small scale industries, regulation of prices 
and reference to Tariff Commission, guidance to financial 
institutions, reference to the Planning Commission for a 
review of targets, fiscal incentives to speed up the progress 
of specific industries, tariff protection to various indus¬ 
tries. 


7.20. The need for a co-ordinating agency is particularly felt in 
the matter of a constant review of the targets, the progress achieved! 
by the various industries. Review once in 5 years in the beginning 
of the Plan period is obviously inadequate. Moreover in the system 
of administration we have contemplated there will be a progressive 
■dispersal of substantive decisions. The administration will restrict 
itself to the control and direction at a few strategic points leaving 
the managerial decisions to the entrepreneur themselves. The- 
success of the system will obviously depend on the existence of a 
central agency of the Government which can keep a continual watch 
on the emerging trends in the several industrial sectors. This, 
agency will have to constantly evolve the policies regarding the 
allocation of resources, devise fiscal incentives to channelise invest¬ 
ment in desired lines, formulate policy on foreign collaborations,, 
give directions to the financing institutions, evolve a rational import: 
policy bearing in mind the need for achieving the maximum import 
substitution, make suggestions for the suitable adjustments in tariff' 
rates fcr the protection of industries and to work out a list of 
industries which should be reserved for the small scale sector, hr 
the preceding chapters we have dealt with different individual 
controls now exercised by Government and suggested how they 
can be replaced by a more meaningful and rational system of 
positive incentives and disincentives- We have done this in the faith 
that entrepreneurial decisions can be adequately guided by fiscal 
measures rather than by physical controls. 

We therefore, recommend that the Ministry of Industry shoulif 
he reorganised and should be entrusted with the following tasks: — 
(a) Industry policy-balance between the public and the 
private sector—the requirements of large, medium and 
small scale sectors—regional dispersal of industries — 
administration of Industries (Development and Regu¬ 
lations) Act, 1951— allocation of foreign exchange to 
various industries for import of capital goods and raw- 
materials—policy on foreign collaborators—allocation of 
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foreign exchange to different Ministries for the public 
sector projects; 

(b ) Industrial Planning —inter-se priority of various indus¬ 
tries—fixing of targets of industrial production—periodical 
review of assessment and implementation; 

(c) Overall aspects of public sector undertakings—the Bureau 
of Public Enterprises; 

(d) Technical Development—the Organization of DGTD. 

(e) Co-ordination in Industrial Training—Manpower Planning; 

(f) Servicing the Cabinet Committee on Industries; 

(g) Small scale industries. 

7.21. A single agency for co-ordination will invariably mean some 
amount of control by this agency over other Ministries and this 
development is bound to be resisted- The very concept of the 
“co-ordination agency” implies some degree of discipline. It has 
been argued that Ministers incharge of various industries have a 
direct responsibility to Parliament for their subjects and hence 
cannot be guided by an outside agency. If the Home Ministry could 
co-ordinate all personnel policies and the Finance Ministry could 
have a decisive voice in imposing financial discipline on all Ministries 
without making any inroads into the parliamentary responsibilities 
of other Ministers, it is not apparent why a co-ordinating agency 
in the industrial sector should raise this problem. 

7.22. While the reorganised Ministry of Industry would be the 
focal point in all aspects of industrial development, it would not be 
necessary to give it the administrative charge of the various financing 
institutions. Finding adequate finances for industry, is an important 
function which has to be related to the developmental plans of the 
country. In our discussions with the various persons, we could not 
help feeling that there is no single agency in the Government today 
which gives clear-cut directives to financing institutions as to the 
relative priority of the various sectors of industries so that the finan¬ 
cing agencies could reorientate their policy accordingly- We, how¬ 
ever, feel that this function could well be performed by the Ministry 
of Industry without having the administrative control over these 
institutions. Finding adequate capital for these institutions should 
appropriately be left to the Ministry of Finance as they are in the 
most advantageous position of having the full picture about the 
capital market and the general economic health of the country. 
While the Ministry of Industry could fix inter-se priorities between 
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the several industries, the overall total finance available to these 
agencies cannot be divorced from the context of the general economic 
situation prevailing in the country. 

7.23. For similar considerations , we recommend that the Ministry 
of Industry should not take over the enforcement of the law on 
Capital Issues. We notice that recently, the Department of Company 
Law Administration has been transferred to the Ministry of Industry. 
We consider this move as totally erroneous. The entire purpose of 
the Company Law is to secure a proper management of companies 
so as to enforce financial propriety and prevent frauds. The cor¬ 
porate sector is not necessarily limited to the field of Industry as 
time passes, a large number of companies in the “Services” Sector 
are bound to come up. The proper forum for Company Law Ad¬ 
ministration would be the Ministry of Finance. 

7.24. The functions at present being handled in the Department 
of Co-ordination relating to the Bureau of Public Enterprises should 
be taken over by the Ministry of Industry who should also be 
responsible for the short-term economic appraisals to check whether 
there is an adequate co-ordination between different fields of econo¬ 
mic endeavour. 

7.25. The Study Team on “Central Government Machinery” while 
recommending the location of the DGTD’s organization in the nodal 
Ministry of Industry, have recommended a decentralisation of the 
functions of the DGTD to the sectoral Ministries together with cor¬ 
responding decentralisation of its technical personnel to assist in 
the building up of technical support within the several administra¬ 
tive Ministries dealing with industries. 

7 26. The tendency to decentralise the Organisation of the DGTD 
originally started with the idea of the Technical Planning Cells as 
envisaged in the Third Plan document specially for the public sector 
projects. The Organisation of the DGTD which is intended to serve 
as Technical Advisers to the various administrative Ministries has 
come to be treated as an outside agency and the dissatisfaction of 
these Ministries can atleast partially be ascribed to the present lack 
Of technical competence in the personnel in these Ministries who are 
entrusted with the development of the individual industries. It has 
been argued that in actual practice, it is not feasible to completely 
demarcate administrative decisions from technical decisions and at 
least a nodding acquaintance with the technical aspects of the in¬ 
dustry is imperative for the personnel working in the administrative 
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Ministries. This lacuna is felt essentially in the processing of public 
sector projects. 

7.27- A suggestion has, therefore, been made that the develop¬ 
mental functions of the DGTD should be separated from their 
regulatory function and the Organization split in two parts. It has 
been suggested that the reorganised Ministry of Industry should 
take over the following developmental and promotional activities of 
the DGTD. 

A. Advice to the Government on laying down policies for :— 

(i) Industrial Licensing; 

(ii) Import of capital goods and raw materials; 

(iii) Scheduling and re-scheduling of industries; 

(iv) Allocation of foreign exchange to various sectors of in¬ 
dustry; 

(v) Foreign collaboration and foreign investment; 

(vi) Industrial location. 

B. Planning: — 

(i) Laying down of priorities for various sectors and sectors 
of industry; 

(ii) Co-ordinating industrial planning in various sectors and 
industries and evolving of overall plan for the industries; 

(iii) Fixing up of targets of industrial production; 

(iv) Periodical review and assessment of implementation of 
plan schemes; 

(v) Materials planning; and 

(vi) Planning of manpower requirements. 

C- Technical Development: — 

(i) Study of technological processes and innovations in techni¬ 

cal fields; 

(ii) Developing of substitutes in place of imported materials. 

D. Co-ordination: — 

Servicing of the following Committees: — 

(i) Licensing Committee; 

(ii) Capital Goods Committee; 
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(iii) Foreign Agreements and Foreign Investment Committee; 

(iv) Development Councils; 

(v) Liaison with technical units in sectoral department; and 

(vi) Collection etc. of the technical and industrial data. 

7-28. Leaving aside these developmental functions, the following 
regulatory functions of the DGTD would then be entrusted to the 
administrative Ministries: — 

(i) Recommendations of individual applications relating to 
industrial licensing, imports etc.; 

(ii) Allocation of foreign exchange to various firms within an 
• industry; 

(iii) Follow-up of implementation of industrial licenses; 

(iv) Allocation of scarce raw materials; 

(v) Assistance in the matter of securing transport and power 
facilities; 

(vi) Planning and evaluation of public sector units; and 

(vii) Liaison with associations of private sector units. 

7.29. We however, feel that this type of demarcation is hound to 
create difficulties because the problem of various industries are 
very closely inter-linked and consultation among the technical units 
belonging to different Ministries is bound to be a time-consuming 
process. We also fear that technical units completely assigned to 
individual sectoral industries may not furnish the same objective 
advice purely on technical consideration as a central organisation 
like the DGTD would do. There will also be a duplication of 
records and data collection. Separation of developmental and 
Planning Commission functions from regulatory work is quite 
unrealistic. If the combination of these functions has relegated 
important aspects of technical development to the background 
because of the sheer excessive work-load the remedy lies in 
strengthening the organisation of the DGTD and not in breaking it 
up. Planning and development bereft from day-to-day management 
are likely to be totally unrealistic. The statistics and the data 
collected by the DGTD today are notoriously inadequate and 
breaking up of the Organisation is certainly going to lead to further 
deterioration. 

7.30- If the Organisation of the DGTD is to be left intact under 
the administrative control of the Ministry of Industry the question 
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.ariseb as to the method whereby the sectoral Ministries are to be 
provided with technical support in order to enable them to discharge 
“their functions satisfactorily. They are responsible for decision on 
applications for industrial licensing, import of capital goods, general 
assistance in allocation of foreign exchange and other scarce raw 
material and liaison with private sector associations. Their involve¬ 
ment in the public sector is still deeper covering identification of 
industries for setting up new public sector undertakings, prepara- 
4on of preliminary projects reports, getting the Government sanction 
for them, processing of detailed project reports, keeping a watch 
•on execution of projects and performance. These sectoral Ministries 
are at present not sufficiently supported with technical competence 
within them for discharging these functions of planning and deve¬ 
lopment of public and private sector industries within their purview. 
To our mind, the solution really lies in injecting some technical 
■expertise in the personnel manning the posts in these Ministries. We 
have considered this legitimate requirement of the administrative 
Ministries and made recommendations about the introduction 'of 
•technical personnel at suitable levels in the subsequent chapter on 
the “Formulation and Implementation of Economic Policies”. 

7-31. In the industrial development of the country, the Organi¬ 
sation of the DGTD, as a Chief Technical Adviser to the Govern¬ 
ment plays an immensely important role. Apart from being asso- 
• dated with the Planning Commission in the preparation of long¬ 
term perspective plans, the DGTD plays a decisive role in the im¬ 
plementation of the Plan in operational terms. While the Plan 
^document can only lay down targets for major and critical industries, 
it is the DGTD who, with the assistance of the several Develop¬ 
ment Councils, is entrusted with the task of breaking up these 
targets for individual industries- For this purpose, the DGTD has 
to collect and analyse the industrial statistics in regard to industrial 
capacity installed and the actual production and advise the Ministries 
concerning the formulation of import and export policy and export 
incentives. For this purpose, the DGTD requires a carefully de¬ 
signed information system which will provide reliable data promptly 
and in readily usable form. Our recommendations relating to the 
modification in the operation of several controls will necessitate a 
pre-determination of Government policies to suit the changing pat¬ 
tern of industrial growth from time to time. Any meaningful for¬ 
mulation of these policies will necessitate a detailed and up-to-date 
information system. 
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7-32. The bulk or the data flowing into the DGTD is received* 
from the cceppa#ie$ registered with him. They include all private- 
sector cppapaj^es excluding textile, jute, sugar; tea, iron and steel, 
vanaspati and those industrial units which fall within the scope of 
small scale industries. Small scale companies are registered with 
the Development Commissioner of Smell Scale Industries. The 
DGTD thus acquires a large number of input documents from th# 
companies in the shape of monthly production returns and project 
progress reports, apart from the specific applications and requests- 
addressed to the DGTD in connection with the import licence appli¬ 
cations for raw materials and components, capital goods etc. The 
need for this periodic reporting will by no means be diminished if 
our earlier recommendation for doing away with the industrial 
licensing system is accepted. Indeed reliance on post-facto correc¬ 
tive methods in the shape of suitable monetary and fiscal measures 
will only strengthen the need for an up-to-date information system 
which fully reflects the existing situation in the industrial sector 
furnishing an opportunity to the Government to take appropriate 
corrective steps. 

7.33. The Government of India engaged a firm of Messrs Booz. 
Allen and Hamilton Inc., Management Consultants of USA to study 
the information system in the Directorate General of Technical 
Development and to suggest measures to improve it. These Con¬ 
sultants came to the conclusion that the quality and reliability in 
input data is rather unsatisfactory and this constitutes a basic weak¬ 
ness of the present information system. They also noticed that the 
input data is unaudited and virtually unchecked for accuracy. Much 
of the supporting data is haphazardly collected, difficult to validate 
and sporadic in nature. The data inputs collected from various 
sources are often incompatible with each other and create confusion 
and difficulty in analysis. 

7.34. The effectiveness of the DGTD will be determined to a 
large extent by the reliability and the accuracy of the information 
available to the Organisation. Apart from the development aspect 
of DGTD’s duties, for which an up-to-date data is indispensable, 
even the task of foreign exchange allocation is essentially a process 
of decision-making. The process of decision-making necessitates a 
clear definition of Government’s policy and objectives. Keeping in 
view the various aspects of the DGTD’s functions, the firm of Con¬ 
sultants recommended a system of data collection and creation of a 
Data Bank to arm the DGTD with the up-to-date information about 
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the progress achieved in every secjtor of industry. One cannot over¬ 
emphasise the need for a perfect data handling system if the DGTI> 
is to perform his variegated duties satisfactorily. We, therefore*- 
recommend that a Data Bank on modern methods, preferably 
computerised, should be created in i the Organisation of the DGTD. 

7 35. Time and again it was stated before us that the private 
sector which has been given an important role in the industrial pro¬ 
gramme of the country does not have adequate liaison either with 
the policy making or with the implementation of industrial deve¬ 
lopment programmes. The participation by industry in the planping: 
process is more or less non-existing. In spite of the phenomenal 
growth of the public sector, the private sector continues to contri¬ 
bute significantly to the total output in the industrial sector. Accord¬ 
ing to the draft outline of the Fourth Five Year Plan, the share of 
the public sector in the reproducible tangible wealth of the country 
has increased from about 15 per cent in 1950-51 to 35 per cent in 
1965-66. This would show that the private sector is still contributing, 
2/3rd of the production- There should be a greater extent of in¬ 
volvement of private industry in the planning process and some 
method should be found for institutionalising this consultative 
machinery. There should also be a continuous relationship between 
the industry and the concerned Ministries or the DGTDv as also a 
continuous review. 

7.36. It is true that the Planning Commission sets up a number 
of Working Groups on which, when necessary, even private sector 
represer tatives are appointed so as to draw upon the technical know¬ 
ledge and experience available with them. It is really in the pro¬ 
cess of implementation of the Plan that greater involvement of the 
private sector would be necessary. The institutional arrangement 
for this liaison with the private sector is today furnished by the 
Central Advisory Council of Industries, the Reviewing Sub-Com¬ 
mittee of the Central Advisory Council of Industries and the various 
Development Councils. 

7.37- The Central Advisory Council of Industries consists of a 
large number of non-officials under the Chairmanship of the Minister 
of Industry. The Central Advisory Council and the Development 
Councils have been established under the provisions of the Industries 
(Development and Regulations) Act. The Central Advisory Council 
is required to consist of persons who represent the interest of,— 

(a) owners of industrial undertakings; 
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(b) persons employed in industrial undertakings; and 

(c) consumers of goods manufactured etc. 

"The objective is to seek the advice of the private sector on matters 
■concerning the development and regulation of industries. The 
Advisory Council does not take up the consideration of any indi¬ 
vidual cases but is supposed to raise questions of general importance 
to several industries and discuss any problems facing the industrial 
•development of the country. 

7.38. The Central Advisory Council has constituted a Reviewing 
Sub-Committee with a few non-officials who oan raise problems 
facing a particular industry and review the licences issued, revoked 
or withheld _by Government. 

7.39. Under the existing system where the industrial development 
■ of the country is sought to be regulated by the device of the in¬ 
dustrial licences, the Central Advisory Council and its reviewing 
Sub-Committee are unduly preoccupied with the targets set up for 
various industries and the progress of licensing this capacity- We 
have earlier stated that the system of licensing is negative in nature 
and suffers from several drawbacks. We have, therefore, recom¬ 
mended thgt the Government should assume a more positive role 
and remove this inhibitory control. The system recommended by 
us will, however, involve a clear prior thinking and working out 
a list of industries, whose establishment is totally banned either 
because of the capacity already installed in the country or because 
the specific industries have a low priority. The Government 
will also have to work out lists of industries whose all 
foreign exchange requirements either for the import of capital goods 
or for the import of components etc. will be fully met owing to 
their strategic nature. In between will come the industries which 
will have to be enumerated for which the Government can under¬ 
take provision of foreign exchange resources subject to conditions 
which may be imposed either by way of locational restrictions or 
provision of rupee finance or by foreign exchange restrictions. We 
do feel that the Central Advisory Council, being the only forum 
where industry comes in contact with governmental machinery, 
should play an effective role in advising the Government in working 
out xnese lists. There should be a close partnership and effective 
dialogue between the Government and the industry and it will 
help clear the misunderstanding and the general atmosphere of dis¬ 
satisfaction if the industry is taken into confidence and their advice 
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.sought as to the method whereby the available limited resources 
are utilised to the maximum advantage of private sector industry. 
Nothing is gained by keeping the private industry away from Gov¬ 
ernment’s decision-making process as it only creates misunderstand¬ 
ing. It creates a feeling in the industry that it is Government’s 
jot alone to provide the resources needed for industrial develop¬ 
ment without the industry making any effort to achieve the maxi¬ 
mum advantage from the limited resources. We would, therefore, 
recommend that the Central Advisory Council should be closely 
associated in the formulation of policies which Government proposes 
to follow for allocating various resources to industry as this close 
-association alone will enable the Government to devise viable and 
dynamic strategies for industrial growth. Active association and 
-continuous channels of communication between the private sector 
-and the Government will pay rich dividends. The joint responsi¬ 
bility for the formulation of these operational policies will create 
n feeling of common purpose and commitment. In a country 
undergoing rapid structural change, there is by definition a very high 
-degree of uncertainty and instability of technical coefficients and 
other quantitative relationships. A close liaison between Govern¬ 
ment and the industry will help in removing this feeling of un¬ 
certainty and building up confidence. We also recommend that the 
representative bodies like the Federation of Indian Chambers of 
Commerce and Industry of India and the Associated Chambers of 
Commerce and Industry should be closely associated in the delibera¬ 
tions of the Government wherein these policies ar e decided. 

7.4U. The Central Advisory Council, however, is too large an 
organization for detailed discussion of the specialized requirements 
of several industries and for making concrete suggestions which 
could be implemented straightaway by the Government. This 
necessarily requires that, apart from general problems facing in¬ 
dustry as a whole, the Central Advisory Council should break itself 
up in specialized panels to consider the specific difficulties of specific 
industries. These panels, in turn, could report to the Council after 
discussions with the concerned Development Councils. The Deve¬ 
lopment Councils established under the Industries (Development 
and Regulation) Act are required to make recommendations regard¬ 
ing targets for production, co-ordination of production norms, norms 
of efficiency, optimum utilisation of installed capacity, better market¬ 
ing and distributing, standardisation, development of raw materials 
and their commercial exploitation, promotion of training and scienti¬ 
fic research. In short, these Councils are supposed to be a forum 
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where ways and means could be found for achieving ef co-ordinated' 
-development and increased productivity. The method we have 
suggested above will provide an institutional link between the de¬ 
liberations of the Central Advisory Council and the thinking in the 
Development Councils so that the private sector can participate in 
e meaningful way in the decision-making process of the Government. 

7-41. The Development Councils were expected to play an im- 
portam role as they were the forum where the Government came 
in contact with industry, the scientists and the technologists for 
the identification of industrial problems and for discovering their 
solutions. An active Development Council can go a long way in 
smoothening the implementation of the plans and in helping to 
achieve the industrial targets. It is, however unfortunate that these 
Development Councils have not been as effective as would be 
desirable. One of the reasons for the relative ineffectiveness of the 
Development Councils is that they are manned mainly by techno¬ 
logists. We recommend that the Development Councils should have 
a liberal representation from the managerial class because there has 
to be planning in terms of economic relationships and not purely by 
technical relationships. Today, we have only input and output 
models without Managerial economies models. We would suggest 
that business executives along with technologists should be working 
on these Councils. 

7.42. The Development Councils today do not have a Secretariat 
of their own and the concerned Development Officer from the DGTI> 
provides all Secretarial service. To a considerable degree, this 
factor hinders an active participation by private sector and it would 
be desirable that these Councils have a small permanent Secretariat 
of their own manned by persons from industry itself. In most of (he 
cases, the concerned industry may find no difficulty in financing the 
cost of this secretariat but even otherwise this expenditure from the 
public exchequer is certainly worthwhile. The best method would 
be to have the concerned Development Officer as the Secretary of 
the Development Council and a Joint Secretary from the industry 
itself in charge of the day-to-day working of the Council. 




Chapter VIII 

EXPORT PROMOTION—STRATEGY AND 
INSTITUTIONAL FRAMEWORK 
A—Strategy 

8.1. Background.—Developing countries invariably face an 
.-adverse balance of payments problem even apart from the problem 
-of raising and mobilising adequate internal resources. Increasing 

the earnings from exports, therefore, assumes a most crucial im¬ 
portance. During the Third Five Year Plan, India witnessed a wel¬ 
come surge forward in its export performance, but the performance 
-during the last couple of years suggests that there is no room for 
undue optimism and a considerable and sustained effort will be 
necessary to maintain the rising trend. The figures in annexure IX 
show the progress made by the various export commodities during 
the First, Second and Third Five Year Plans. 

8.2. The most spectacular increase has been registered by com¬ 
modities like iron ore, oil cakes, cashew kernels, tobacco, sugar and 
coffee though marginal increases have been achieved ih new manu¬ 
factured products like engineering goods chemicals and allied pro¬ 
ducts. During the Third Plan the Indian exports have not shown 
4 any marked diversification away from agricultural find mineral 
products, and an overwhelming proportion of our export earnings 
•arises from agricultural products or simple manufactures based on 
them. 

8.3. Looking to the Indian exports from the point of view of 
their destination, the most striking feature is the spectacular rise 
•of Indian exports to East European countries. U.K. and the Western 
Europe proved a stagnant market for Indian goods and developing 
• countries in Asia, Africa and Latin America did not register any 

marked change. 

8.4. Export Promotion.—Over the last four years, numerous 
-schemes have been introduced for the promotion of exports and 
•different techniques have been adopted from time to time. The 
nature and the implications of these techniques i3 examined in the 
-.succeeding paragraphs. 


99 



100 


8.5. The first category of export promotion techniques comprises- 
of fiscal measures which confer a direct benefit on exporters either- 

in the shape of subsidies or in the shape of a rebate on taxes. Here 
again it is possible to differentiate between assistance to exported 
commodities as distinguished from assistance to exporters. 

8 6 Export duties brought in considerable income ten years ago 
but this source of income progressively declined till after devalua¬ 
tion export duties were levied on traditional export commodities 
like tea, jute, etc. It is quite apparent that the Government has 
shown a willingness to forego revenue from this source whenever a 
paiticular rate of export duty became inappropriate. After devalua¬ 
tion export duties have been levied on India’s traditional commodi¬ 
ties to bring to the public exchequer a major share of the competitive 
advantage offered by the change in exchange rate leaving a marginal 
advantage to the exporter. These recent export duties were justi¬ 
fied on the assumption that the traditional products have a low price 
elasticity of supply and demand and that the windfall profits accru¬ 
ing to the exporter by a mere change in the exchange rate could be 
legitimately brought to the public exchequer. It has also been, 
argued that India s traditional export commodities like tea and 
jute were already selling at near international price before devalua¬ 
tion and hence the imposition of export duties has the additional 
advantage of maintaining the unit value of Indian exports. This is 
a sound argument provided that it is realised that the assumed low 
elasticity operates only over a short run and the Government has to. 
keep a constant eye on the developments in the international trade- 
and the emergence of other alternative sources of supply a possi¬ 
bility which will have sinister implications for the Indian exports- 
of such major contributors like tea and jute. 

8.7. Drawback of Customs & Excise Duties.—Import duties on raw- 
materials and components and excise duties entering into the cost 
of manufacture can be a significant portion of the F.O.B. cost and 
if not relieved, the burden would handicap the country’s exports. To 
remove this dis-incentive, the Government have devised schemes for - 
the drawback of these duties. The rules provide that for certain 
specified commodities a pre-determined rate of drawback is permis¬ 
sible and exporter has only to produce the evidence of exports to be- 
eligible for relief. For a vast majority of goods however, no such 
pre-determined rate of drawback has been worked out. The rule- 
sets out that the rate of drawback on these commodities will be the- 
total of the average customs duty paid on imported materials and the? 
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average central excise duty paid on the materials used in the rnanu - 
facture of the export goods. The exporter is required to produce to* 
the customs or the excise officials all the relevant information to- 
enable these authorities to calculate the rate of drawback. 


8.8. A number of Committees investigating into the problems of 
export promotion have come to the finding that the procedure for - 
the claiming of the drawback is far too complicated and the resultant 
delay puts a totally unjustified financial burden, on the exporter. 
The practice of putting the burden on the exporter to produce ever)’' 
minute detail about the incidence of customs and excise duties on. 
the final products entering into the exports makes the system both, 
cumbersome and dilatory. Any attempt to establish the identity 
between thd duty-paid imported raw materials and the exported, 
product, to the satisfaction of the customs authorities is bound to 
be complex. A complete input output analysis to detect the customs 
and excise duties impinging on all stages of manufacture is a futile 
exercise and ought to be given up. Undue regard for precision so as- 
to ensure that the drawback does not conceal any element of subsidy 
is totally unjustified in view of the administrative bottlenecks it leads, 
to. The process takes months and meanwhile the exporter is not 
certain whether he will get a drawback at all. Due to the lack oi 
this certainty he is unable to decide the price at which he should 
quote. In the interest of procedural simplicity, which we think will 
enhance the intrinsic worth of the facility itself, much the better 
course would be to work out an average rate of drawback for as 
large a number of commodities as possible. Working on averages., 
we realise, will give an un-intended subsidy to the most efficient pro¬ 
ducers in the sense that those using the maximum indigenous raw 
materials may get a marginal un-intended benefit and the lesff 
efficient will be subjected to a small additional expense. This is not 
a great tragedy and we would recommend that there need be no- 
attempt to meticulously correlate the drawback, with the actual 
value oi the dutiable raw materials contained in a particular 
exported commodity. As has already been done for roughly 
75 commodities, the incidence of duty on more and more commodities - 
should be worked out on a representative basis. There is already 
enough caselaw built up because exporters have been producing, 
accounts to show the actual incidence of the customs and excise' 
duties on these commodities and it should be practicable, without, 
involving any loss to the public exchequer to work out an averager 
rate on which the drawback will be permitted without getting: 
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involved in calculations on each consignment. Exporters will 
be only pleased to receive even a marginal lower rate of drawback 
because they are quite aware of the monetary value of delay. 

8.9. Draw-back of Sales Tax.—An unresolved question, namely, the 
incidence of sales tax levied by the State Governments has been 
the subject matter on which successive Committees have reported. 
Even though the Government of India is willing to exempt export 
products from the burden of these taxes, the complication arises 
because it has a bearing on the revenue of the State Governments. 
The Mudaliar Committee, after studying the varying patterns of 
these taxes on different commodities in different States, suggested 
a simple and uniform method of giving the remission on the basis of 
the average incidence of sales tax. A special Committee under the 
‘Chairmanship of Shri R. G. Saraiya which examined this question in 

great detail, would not favour relief at an ad hoe rate on the ground 
that, with different systems of sales tax prevailing in different States, 
it may have an effect of un-intended subsidy in some States and may 
prove inadequate to meet the incidence of tax elsewhere. This, 
however, did not prevent the Committee from recommending an 
■ ad hoc relief or compensation for that part of the incidence of the 
sales tax which was by nature incalculable and imponderable. In 
-effect, the Committee recommended that compensation should be 
provided for the incidence of the local sales tax on the pattern pre¬ 
vailing in Maharashtra and Gujarat where exemption on sales tax 
is available on two sales prior to the sale occasioning the export of 
goods. I'he administrative difficulty in checking the accounts of 
the final exporter who might have obtained the goods from several 
States when the goods have actually lost their identity can be 
^ easily imagined. 

8.10. For relief from the Central Sales Tax the Committee recom¬ 
mended granting of a rebate on the exporter producing the necessary 
evidence before the assessing authority. Recognising that such case- 
by-case investigation may result in loss of revenue due to the misuse 
of these facilities, the Committee recommended that the Government 
-of India should enlist registered exporters with annual turnover of 

not less than Rs. 1 lakh and that the concession regarding exemptions 
and rebates should be allowed to this class of exporters only. The 
•Committee, however, could devise no system whereby the incidence 
-of Central Sales Tax on raw materials, components and packing 
materials etc. could be reasonably ascertained. Here the Committee 
-felt that it will be necessary to give some assistance in respect of 



'these imponderable elements by an ad hoc relief calculated at 
1 per cent of the F.O.B. value in the case of manufactured and pro- 
• cessed goods and i per cent in the case of other goods. 

8.11. From the above, it seems to us that any attempt to intro¬ 
duce refinements in the calculation of the actual incidence of sales 
tax in the final product meant for export is beset with innumerable 
difficulties. On the other hand, the State Governments are under¬ 
standably reluctant to make any relaxation in favour of exports 
because sales tax constitutes a major source of State Finances. The 
-exemptions when available are consequently hedged with complex 
conditions which undermine the worth of this facility itself. The 
impact of financial assistance considerably diminishes if it is not 
forthcoming expeditiously. On the other hand, the Government of 
India can undertake to provide relief by way of drawback of sales 
tax only if it is reasonably certain that the State Governments will 
not go on enhancing the rate of sales tax mounting up the Central 
Government’s liability. The other alternative of replacing sales tax 
by an excise duty on these important commodities may not be practi¬ 
cable in all cases. Nor can relief from the incidence of sales tax be 
provided by a suitable modification in the rate of cash assistance for 
the simple reason that the system of cash assistance does not enter 
into any calculations of the cost of production but is primarily based 
on the percentage of the indigenous content. Moreover, cash assis¬ 
tance, we believe, is essentially a temporary measure whereas relief 
from the incidence of sales tax can be contemplated as a permanent 
aneasure. We have also given thought to the suggestion that the 
►concerned State Governments should be persuaded not to levy sales 
tax on important export commodities on the assurance that this 
sacrifice on their part would be duly taken into account by the suc¬ 
cessive Finance Commissions while determining the various States’ 
share in the grants-in-aid from the Government of India. We find 
■no particular virtue in this arrangement which will involve an 
accurate determination of a notional figure of what the State has 
foregone by this exemption of sales tax. Taking all these factors 
into account we would recommend that for a few selected important 
export items the Government of India should seek to bring about 
a uniformity in the rate of sales tax in the State Governments 
.concerned and provide an ad hoc relief by way of drawback. There 
need be no prolonged and interminable calculations to relate the 
■xate of relief to the actual incidence of sales tax on a particular 
■product. This will be feasible if the State Governments agree not 
to enhance the rate of sales tax on these commodities in future. 

42 H. A.—8. 
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8.12. The commodities which are given this ad hoc relief will 
then cease to be qualified for the refund of the sales tax from the- 
concerned State Governments. We are keen to avoid the creation 
of an elaborate machinery for the grant of this relief and hence we 
recommend that the authorities at present dealing with the draw-back 
of customs and excise duties should be entrusted with the grant o< 
this further relief as well. Exporters should not be made to approach, 
a multiplicity of Government agencies for the numerous reliefs, 
available to them. 

8.13. Tax Concessions.—A number of direct tax concessions to ex¬ 
porters have been given recently. In 1962 budget, the rate of tax 
on company profits was raised from 45 to 50 per cent, but profits on. 
exports continued to be taxable at the 45 per cent rate. Since the 
rules governing the computation of tax liability state that it is 
permissible to allocate taxable profits between home and export 
business in proportion to the turnover of home and export sales, these 
6ales for tax purposes are assumed to be equally profitable. In 1963, 
manufacturers in certain industries were granted a rebate on income 
tax and super tax payable on profits, of an amount equal to 2 per cent 
of export turnover. Generally speaking, the 1963 concession benefits, 
exporters of manufactured goods from relatively new industries- 
The 1965 budget provided for a tax credit certificate not exceeding' 
15 per cent of the amount of export proceeds. Within this range,, 
the exact rate of rebate was to be fixed on the following criteria: — 

(a) The incidence of sales tax and other non-rebatable taxes 
on export commodities; 

(b) The relative costs in India and the prices in the interna¬ 
tional market: and 

(c) The need to develop new markets for exports. 

8.14. This provision was utilised on a highly selective basis and. 
export items were listed qualifying for tax credit at rates ranging 
from 2 per cent to 15 per cent. This tax credit facility, however, was 
totally withdrawn after devaluation. 

8.15. So far as direct subsidies are concerned, the only item of 
export which was directly subsidised was sugar. This became neces¬ 
sary to compensate the manufacturers for selling sugar at the inter¬ 
national price which was far below the domestic price. 

8.16. One special form of subsidy is also provided by freight re¬ 
bates for export traffic on railways. A number of export items like- 
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ores, textiles, vegetable oils are granted freight rebate on charges 
between the place of manufacture and the point of shipment. The 
rebates are neither general nor are they uniform in rate. 

8.17. Import Entitlement.—The most pointed and the controversial 
category of assistance to exporters was till recently provided 
through the Import Entitlement Schemes whereby exporters became 
entitled to import scarce raw materials and components in addition 
to those allocated to them through the normal control system. The 
value of such entitlements arose from the premia attaching to goods 
which were imported at prices which did not fully reflect their 
scarcity value. Normally the items allowed for import were those 
which were used as inputs in the exported commodity. There were 
numerous variations in these schemes as applying to individual 
items. Insofar as the total production was limited by the avail¬ 
ability of imported raw materials, production for expprt also led to 
increase in production for the internal market. The import entitle¬ 
ment normally varied between 20 per cent and 75 per cent of the 
F.O.B. value of exports and was generally pegged at twice the value 
of import content. The incentive to export arose from the oppor¬ 
tunity to expand production for the domestic market beyond the 
level which would have been permitted by the availability of 
imported inputs through normal allocation procedures. What made 
these schemes work was the prospect of additional profits from the 
home markets to make good the loss on export sales. 

8.17A. Extension of this facility to merchant exporters gradually 
led to the relaxation whereby these entitlements came to be trans¬ 
ferred to actual users. Subsequently, a specified shopping list of 
scarce commodities came to be permitted under these licences making 
a departure from the basic theory that these schemes allowed only 
the replacement of goods exported. During the year 1964, exports 
of the value of Es. 158 crores qualified for assistance under these 
entitlement schemes. After the devaluation of the Indian rupee all 
special Export Promotion Schemes giving import entitlements to 
exporters have been abolished. 

8.18. Bilateral trade agreements providing for a trade on balanced 
basis constitute a distinct type of export promotion measures. The 
most important of these agreements are between India and the 8 East 
European countries. The annual trade plans make an allowance for 
goods ini ported under loans or credits and the export of goods for 
the servicing of these loans and the annual trade is planned to 
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balance on a strictly bilateral basis. Surpluses or deficits accrue in 
non-convertible rupees. Indian exports mainly consist of oil cakes, 
tea, jute manufactures, iron ore, hides and skins, tobacco, cashew 
etc. whereas the imports mainly comprise of metals, machinery, 
petroleum products, chemicals and other manufactures. The com¬ 
position of exports is more or less in line with Indian exports to 
other countries whereas the imports are heavily concentrated on 
metals and machinery. 

8.19. Post-devaluation Measures.—In June, 1966, the Government 
of India took the decision to devalue the rupee. The fact that the 
exports of the various Indian commodities needed a special assistance 
was an unmistakable evidence that the official exchange value of the 
Indian rupee was out of tune with its actual purchasing power and 
devaluation was only a formal acceptance of this de facto position. 
A number of arguments were advanced in favour of this decision; 
for instance, it was suggested that the over-valuation of the rupee 
directly defeats the objectives of import substitution and export 
expansion. It operates against economy in the use of imports and 
even the rigid system of import control did not lead to an efficient 
allocation of scarce supplies of imported goods. Defective allocation 
inherent in the situation prevents the maximisation of the aggregate 
output and has reduced the efficiency of the Indian enterprises. 
Corrective devices by the increase in import duties either on a 
selective basis or on the basis of a general regulatory duty as was 
imposed in February, 1965 failed to establish an appropriate relation¬ 
ship between the general level of import and internal prices. Over¬ 
valuation of the rupee had created a powerful financial incentive 
to import rather than to improvise or to procure in the internal 
market. The various export promotion measures, especially those 
linking import of scarce commodities with the exports failed to pro¬ 
vide any suitable or permanent basis on which producers could plan 
their investment. 

8.20. A general and uniform level of assistance provided by 
devaluation had naturally to be supplemented both by imposition 
of export duties on commodities whose pre-devaluation price more 
or less approximated to the international price and by provision of 
cash subsidies to commodities which needed still further assistance 
to sell in the world market. It may be argued that this amounts to 
the re-appearance of the earlier duty-cum-subsidy system but the 
fact is that devaluation has provided a more rational base from which 
marginal variations upwards and downwards must be catered for. 
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8.21. Export Duties.—This makes it imperative that a continuous 
watch is kept to assess whether the present level of export duties 
on tea and jute and similar commodities leave an adequate compe¬ 
titive advantage to the Indian exporter. It has been pointed out 
that frequent modifications and the consequent uncertainty can do 
an incalculable harm to the Indian exports, inasmuch as the foreign 
buyers would be tempted to hold back in the hope that the Govern¬ 
ment of India would be forced to revise the export duties down¬ 
wards. There is some force in this contention but all the same, 
there is need for the Government machinery to be sensitive to 
changing circumstances. 

8.22. The present arrangement whereby all such proposals relat¬ 
ing to any variation in export duty have to be referred to the 
Ministries concerned before the final decision is taken by the Central 
Board oi’ Excise and Customs is a time-consuming process. We 
understand that, in the wake of devaluation, an inter-ministerial 
Committee has been constituted for a speedy disposal of such pro¬ 
posals. We feel that the Ministry of Commerce which is mainly 
responsible for achieving the export targets should have a more 
decisive voice in these matters. We are not unmindful of the 
repercussions on the public exchequer of any loss of revenue. The 
danger is that in course of time the original purpose of levying these 
export duties may be forgotten leading to the consequent reluctance 
to modify the rates in keeping with the trends of international trade. 
There is an excessive tendency in the Indian concept and scheme of 
administration to deny the authority to those who nominally have 
the responsibility and to circumscribe the freedom of action in an 
effoit to achieve a degree of perfection in detail and procedure. 
Since these export levies were imposed with the object of sustaining 
the unit value of these important export items we recommend that 
the Ministry of Commerce should be the final judge as to the 
exact rate to be charged from time to time. In case of difference 
of opinion, it should be for the Ministry of Finance to take tip the 
matter to the Economic Committee of the Cabinet. In the absence 
of any such move on the part of the Finance Ministry, the view of 
the Ministry of Commerce should prevail. 


8.23. The general economic scene in the context of which the 
devaluation) decision was taken indicated that the country was in the 
grip bf serious production bottlenecks'where the industrial sector 
had stood shaken by the grinding hole of its productive apparatus. 
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The several administrative measures designed to eliminate the dis¬ 
advantage of price disparity had proved inadequate, as the Indian 
exports were constrained by twin factors of demand-pull and cost- 
push inflation and the sheltered home market. It is tempting to 
attribute the situation to the monetary internal inflation caused by 
deficit financing but to some extent at least the situation was directly 
due to Ihe country’s development strategy, the lack of export sur¬ 
pluses forthcoming either from the agricultural or industrial sectors, 
lack of export orientation of Indian Industries and the highly pro¬ 
tective umbrella over the home market. 

8.24. Creating Surpluses for Export.—This brings us to the 
important question of creating adequate surpluses for feeding the 
export markets. The Five Year Plan targets for exports provided 
the opportunity for a systematic appraisal of the export potential. 
The availability of exportable supplies determines both the volume 
and composition of country’s exports. It should, therefore, also 
determine the export promotion policy of the Government. Con¬ 
sidering that the bulk of country’s exports consist of agricultural 
commodities whose increase requires a long-term investment and 
ores whose expansion involves considerable development of an infra¬ 
structure type e.g. opening up of new areas, building up of ports and 
transport facilities, a concerted action to achieve the export targets 
becomes fairly obvious. Admittedly, factors like the world supply 
position and the movement in international prices have a great 
bearing on our performance but the availability for exports, 
inasmuch as it acts as a constraint, can be secured only by a conscious 
and dynamic policy where investments are related to production and 
export targets from year to year. There is not enough attention 
given at present to the creation of exportable surpluses. We would 
recommend that for each important commodity, a plan of operations 
with as accurate a time-table as practicable be worked out specifying 
the input required, the period of waiting and the output expected 
as a direct result of this additional investment. 

8.25. Replenishment of Import Control.—After devaluation of the 
Indian rupee, the special export assistance schemes which relied on 
import entitlement as the main driving force behind the export 
promotional effort were withdrawn. Simultaneously, a liberalisation 
in the import policy for 59 industries styled as “priority industries” 
was also announced. Industries having export potential naturally 
find a place in this list. With an assured and comparatively better 
supply of raw materials and components import entitlement licences 
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could not command the same premium in the market. All the same 
the pent-up demand in the country and the consequent enormous 
profits which industries could make in the internal market made it 
imperative that a scheme be devised for replenishing the imported 
raw materials and components used in the exported commodities. 
The Government therefore, announced that all registered exporters 
■will be allotted a single import content including wastage in manu¬ 
facturing processes required for the export product. Compared with 
the original import entitlement scheme the significant difference lies 
in the fact that only a single import content is allowed to be imported 
merely replenishing the stores consumed in the export process. The 
imports will now be permitted on the basis of actual users and 
merchant exporters are permitted to nominate manufacturers who 
could get this benefit. It has also been decided that an import licence 
issued to a registered exporter against the exports made by him 
may be made valid for the import of jigs and tools and equipment 
for packaging etc. up to the limit of l/5th of the value of the licence 
not exceeding Rs. 1 lakh in any case. Previously, the exporter was 
entitled to import at the rate of twice the import content and he had 
to satisfy the concerned Export Promotion Council etc. regarding the 
actual import content of the exported commodity. In the new 
scheme, the import content of the important export commodities has 
already been determined by the Technical Advisers of the Govern¬ 
ment namely, the DGTD, the Textile Commissioner, the Jute Com¬ 
missioner, the Iron and Steel Controller etc. This makes for simpli¬ 
city and does away with the need for detailed scrutiny of each 
exporter's performance. This system also gives an indirect advantage 
to more efficient units who have made some headway towards the 
maximisation of indigenous production. Per contra it would punish 
those units which are relying unduly on imported raw materials and 
•components. This is as it should be because after devaluation of the 
Indian currency a basic minimum advantage has already been pro¬ 
vided to export industries and those who are relying too much on 
Government assistance may as well fall by the way side. In order 
to arrive at the correct import content of the various export 
.commodities and to remove any misgivings from the minds of the 
exporters we would recommend that these percentages should be 
reviewed every year in a forum consisting of the Technical Advisers 
■of the Government, the concerned Export Promotion Councils and 
the representatives of the Development Councils who provide the 
indigenous inputs. We have recommended in an earlier chapter on 
'Import Control’ that , the quantum of maintenance imports to be 
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allowed to different industries should be periodically published on? 
the lines of the present “Red Book”. It only stands to reason that 
this policy should be determined after taking into account the 
suggestions and advice from the Development Councils and the 
Export Promotion Councils in the case of export commodities. 

8.26. This will also provide an excellent forum where a meaning¬ 
ful policy for import substitution could be worked out. One of the 
benefits claimed for devaluation was that it will provide encourage¬ 
ment to import substitution by making imports costlier to the extent 
of 57.5 per cent. A periodical review of the imported components 
in Indian manufactures will furnish us valuable guidelines regarding 
the fields in which the development of industries has to be given 
special attention and concessions. Import substitution r^n be 
achieved not merely by setting up manufacturing capacity for pro¬ 
ducts that are being imported but also by substituting indigenously 
available materials in preference to imported items. The Technical 
Advisers of the Government while dealing with the fixation of maxi¬ 
mum permissible imports for various export commodities should 
constantly point out the alternative indigenous materials which could 
equally well serve the purpose. This type of substitution is con¬ 
ditioned by technological factors but it must be kept in mind that 
at the present stage of our economic development we do not have 
to borrow foreign technology without an eye on locally available 
resources. 

8.27. A mention has been made above that a part of this import 
licence can be utilised for the import of jigs and tools. The pro¬ 
cedure prescribed for this purpose lays down that the licensing 
authorities will obtain a clearance from the DGTD before making 
any such alteration. The scrutiny of the DGTD covers two aspects. 
He is required to satisfy himself that the item proposed to be 
imported is not indigenously available. He is also required to ensure 
that the proposed item is essential for the manufacturing process. 
In other words, he certifies the essentiality of the item and its non¬ 
availability in the local market. According to us, while it is quite 
legitimate to insist that the item proposed to he imported is actually 
needed in the process of manufacture so as to cut out the import 
of non-essential items, we do not think that the clearance from the 
indigenous angle need he insisted upon in these cases. In the 
‘Red Book’, the import policy, on a very large number of items 
is ‘nil’ for actual users. This, however, does not debar the DGTD 
from recommending the import of these items for some actual users 
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under exceptional circumstances. There is, however, a hard core of' 
“banned” items whose import the DGTD cannot permit. We would 
recommend that, apart from such banned items, there need be no- 
need for indigenous clearance in the case of the import of jigs and 
tools imported under replenishment licences. There is a sufficient 
in-built safeguard provided by the fact that a person utilising this 
facility is to the same extent depriving himself of other imported 
raw materials. Clearance from essentiality angle, we feel, will 
involve no delay because, in due course, sufficient case-law will be- 
built which will help laying down of permissible shopping lists. 

8.28. Supply of Indigenous Raw Materials.—Imported raw 
material, however, is only one of the bottlenecks hampering export 
effort. Even the intermediates and raw materials which are being 
presently manufactured in India are not easily available inasmuch 
as producers quote extremely long delivery dates (ignoring for the 
time being the high internal cost). The Government, have therefore, 
decided to introduce a system whereby 21 specified commodities can 
be allocated on a priority basis to the exporter. For this he has to 
apply to the Director of Export Production who is armed with the 
requisite authority under the Essential Commodities (Regulation of 
Production and Distribution for purposes of Export) Order, 1966. 
Like the replenishment of imported components for which import 
licences are furnished, this scheme provides for a quick allotment of" 
indigenous materials, the Director of Export Production orders the 
local producers to make the supplies available to the exporter at the 
earliest. 

8.29. Even with the best of efforts, the Director of Export Pro¬ 
duction cannot in the nature of things, arrange for an immediate 
supply of these commodities as he has perforce to take into account 
the orders already pending with the manufacturer and the con¬ 
tractual obligations he has already entered into. To us, the only real 
solution can be found by organising some agency which could stock¬ 
pile these commodities for immediate release against the orders of 
the Director of Export Production. 

8.30. The time element involved in the supply of indigenous raw* 
materials and the time-lag between the grant of an import licence 
and the actual receipt of goods from abroad has been a problem 
which has been receiving Government’s consideration. A proposal 
was ; mooted sometime ago to create Industrial Materials Corporation 
which would stock-pile the essential materials, components and" 
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•spares required for the manufacture of export goods. Recently, tue 
'Government have devised an arrangement whereby the STC/MMTC 
will be establishing raw materials depots to meet the demands of 
export production. The scheme envisages stocking of imported 
materials only. We would recommend that this stock-piling operation 
should, in due course, extend to critical indigenous raw materials 
as well, because this alone will ensure a speedy supply of materials 
to the exporters. The release orders of the Director of Export 
Production could then be speedily honoured through the stocks of 
the STC/MMTC. Initially they can stock very small quantities 
which could be periodically recouped to the extent of allotment order 
issued by the Director of Export Production. We feel that the 
■Government would be totally justified in earmarking the requisite 
supplies of these commodities to meet the requirements of exporters 
in preference to other users. Immediate supply from the depots of 
the STC/MMTC will be a very valuable assistance to enterprising 
•exporters. 

8.31. While there is an arrangement for replenishing the imported 
and indigenous raw materials, we notice that there is no adequate 
administrative arrangement for allotting indigenous raw materials or 
permitting imports in advance of actual exports. While the Govern¬ 
ment have accepted this need in principle, in actual practice, each 

•case has to come right up to the Government and the drill prescribed 
is so elaborate as to make advance licensing rather futile. We would 
recommend that the facility for advance import licence and for 
•advance allotment of indigenous raw materials should be extended 
rather liberally. The Government may devise suitable safeguards 
to prevent any mis-use of this facility, by insisting, wherever 
necessary on the production of irrevocable letters of credit to 
substantiate the existence of the export order. Subject to these 
■safeguards an advance allocation or import licence, coupled with 
STC’s stock-pile will be of immense help to the exporter. 

8.32. The Concept of Indigenous Availability.—This facility, how¬ 
ever, does not remove the disadvantage of the high cost of indigenous 
; goods when compared to imported materials. Prices of these com¬ 
modities prevailing in India are appreciably higher than the inter¬ 
national prices due to the high cost structure of our economy and 
this differential makes it very difficult for our products to compete in 
the international market. To offset this disadvantage the Government 
were providing steel to exporters at the international price making 
-up the difference between this price and the local price by a suitable 
'grant from the Marketing Development Fund. After devaluation. 
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this concession has been totally withdrawn. The Government regu¬ 
lations do not permit import of commodities for which production 
capacity has been established within the country. Normally this 
should be an unexceptional proposition not only to save the imme¬ 
diate drain on foreign exchange but also to enable the Indian 
industry to thrive and grow out of its infanthood. The system of 
grants out of the Market Development Fund to make up for the price 
•differential is clumsy and we would not recommend it. We, how¬ 
ever, feel that the concept of items ‘banned’ for import needs recon¬ 
sideration in the context of the export effort. The percentage of 
indigenous production utilised for export production is so negligible 
and the demand within the country for domestic consumption. is so 
large that a small quantity of imports will prove no handicap to 
domestic industry. As a matter of fact, it will only provide a 
measure for comparing the progress of our industry vis-a-vis the 
situation prevailing abroad. It is not being suggested that commo¬ 
dities should be imported for the use of export industries when there 
is even a slight variation between the internal, and the external price. 
But when the domestic prices axe significantly higher there should be 
no harm in importing small quantities from abroad exclusively for 
the use of export industry. The variation between the Indian price 
and the landed cost cannot always be a true guide for allowing 
imports because the relative importance of this price variation will 
also depend on the particular product-mix used in the exported 
commodity. We do not think that this disadvantage can be ade¬ 
quately remedied by the system of cash assistance which operates on 
the basis of the percentage of indigenous content and does not 
exactly reflect this price differential. We contemplate the cash 
•assistance to be essentially a short-term measure. If the intention 
is to see that the exported goods are not out-priced in the inter¬ 
national market, we recommend that this facility should he provided 
in case of those raw materials and intermediates whose internal 
prices are so out of alignment with international prices as to price 
the Indian products out of the international markets. In the very 
nature of things the facility has to he limited to the few easily 
identifiable and critical raw materials and intermediates and the 
burden should he on the export industry to show that, given this 
facility of importing a particular raw material they could reduce 
their cost of production by a percentage specified by Government. 

8.33. Cash Assistance.—Though the traditional export commodities 
like tea, jute, textiles have a potential for registering significant 
increases, it is recognised that India will have to diversify its-exports 
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and promote the export of industrial products the international 
demand for which is increasing at a much more rapid rate. We have 
so far made only tentative efforts to obtain a share in this developing 
sector and many of our manufacturers are handicapped by high 
prices compared to the international prices. The Government there¬ 
fore, decided to extend a cash subsidy to exports of selected products 
which have a promising potential. After the withdrawal of the special 
export assistance schemes, a scheme has been evolved for the grant 
of cash assistance to few selected commodities. Commodities have 
been classified in 3 categories qualifying for cash assistance at 10 per 
cent, 15 per cent and 20 per cent of the FOB value of exports 
respectively. 

8.34. Since the commodities have been graded for the purpose of 
the amount of subsidy one would have expected that this grading 
was based on a systematic appraisal of the price disadvantage handi¬ 
capping the several commodities. As a matter of fact, the price 
differential was not the factor, which determined the amount of cash 
subsidy; it was based primarily on the percentage of the indigenous 
content in a particular commodity. Inducements that are granted 
on a highly selective basis must be supported by exhaustive data arid 
we would recommend that any addition or alteration to this list 
should be preceded by a thorough examination to determine the 
indigenous content in the commodity and the consequent price 
disadvantage imposed on it. 

8.35. One great advantage that the present scheme of subsidy as 
distinguished from the earlier Import Entitlement Schemes has is 
that the exporter has a definite basis for calculating his profit and loss 
instead of depending on an ex-post calculation which varied with the 
amount of premium obtained. With the clearly defined rates of sub¬ 
sidy, the entrepreneurs can now make long-range arrangements and 
concerted efforts to build up export markets and make commitments 
for the future. Indian exporters normally had no long-range export 
market strategy and have-not oriented their production, specifically 
to meet the requirements of external trade. There was, thus no 
significant investment for the primary purpose for creating additional 
supplies of export goods. 

8.36. Long-term Strategy.—In the face of an acute foreign 
exchange crisis, we are likely to under-estimate the importance of 
evolving a long-term export policy. In the long run eyen the pattern 
of .resource deployment can be altered. Nobody advocates a whole¬ 
sale reliance on the theory of comparative advantage but long-term 
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strategy necessitates concerted action to reorientate the export pro¬ 
motion policy towards the fulfilment of export targets over a period 
of time. These should not be clouded by short-term exigencies. We 
notice that the maximum rate of subsidy has been fixed at 20 per cent 
of the F.O.B. value which demonstrates the recognition in the 
’Government that exports of all commodities do not possess a uniform 
potential and that there is a cut-off point beyond which expenditure 
on export promotion will yield disappointingly diminishing returns. 
This is a welcome change as it will push exports of promising com¬ 
modities in a much more determined fashion. 


8.37. Indian Investment Abroad.—For the export of non-traditional 
goods, the developing countries of Asia and Africa offer a promising 
market for India. One of the methods of ensuring a sizeable portion 
of this market is to allow Indian entrepreneurs to set-up joint 
ventures in collaboration with local investors. There are a number 
of industries for which India can supply the necessary capital goods 
like cement, sugar, light engineering goods etc. and these avenues 
also offer the added advantage of a continuous flow of spare parts 
and components till the entire range of manufacturing activity is 
established in these countries. Trade has to be viewed as a part of 
the total economic relationship and trading policies should extend to 
possible forms of collaboration in investment and technical assistance. 
The Government of India’s policy has been to approve only those 
joint ventures abroad in which the Indian share or investment takes 
the form of supply of machinery and equipment, and cash remittance 
is permitted only to cover the small requirements of initial expendi¬ 
ture for incorporating the company etc. These ventures abroad have 
a great potential and can energise the export of raw materials and 
components to a significant extent. 

8.38. So far Indian investment to the extent of Rs. 10.7 crores has 
been approved by Government mostly in the various countries of the 
South East Asia, Middle East and Africa. The approved investments 
relate to the manufacture of items like textiles, engineering goods, 
cement products, sugar, hard-board etc. As against the approvals 
given as indicated above, actual investment of only Rs. 65 lakhs has 
been attained till September, 1965. While a number of projects must 
be in the initial stage of implementation, it is apparent that the main 
•cause for the slow progress in this direction is our total refusal to 
invest in cash. We are a capital importing country in a big way but 
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that should not prevent us completely from making cash investments 
not only for the sake of dividends but as a tool of export promotion. 
An initial small outlay may be more than compensated by the export 
of raw materials and components in the first few years and in such 
cases we would recommend that small amounts of cash investments 
should also be permitted. 

8.39. Export Obligation on New Industrial Units.—It is not an 
unusual experience that entrepreneurs setting up industries which 
sire not considered of sufficiently high priority to merit allocation 
of scarce resources are permitted to set up the industry subject to 
ei stipulation making it obligatory upon them to export a specified 
portion of their production. To enforce the undertaking sometimes 
the clumsy mechanism of a performance bond backed by a bank 
guarantee is taken. These undertakings and performance bonds are 
worthless when the export obligation is merely a ruse to secure 
foreign exchange from the country’s resources. A bank guarantee 
costs money and makes the production even more expensive and con¬ 
sequently exports even less feasible than otherwise. We certainly 
welcome setting up of industries with a special emphasis on ex¬ 
ports. But this estimate of a commodity’s export potential must be 
based on an objective examination of the cost structure of an indus¬ 
try, the comparative advantage enjoyed by India, and the existence 
of demand in international markets, rather than on the wishful 
thinking or deliberate hoodwinking of an entrepreneur. Such 
items have to be identified by independent market surveys and 
cost-studies and promising ventures positively welcomed and en¬ 
couraged. In other words, allocation of country’s scarce foreign 
exchange should be more purposeful and consciously geared to 
production for exports. It is quite common that a company having 
some export performance to its credit can get an industrial licence 
and foreign exchange for the import of capital goods on the under¬ 
standing that a portion of the additional production will be ear¬ 
marked for exports. The present system of allocating foreign 
exchange merely on the basis of a performance bond and bank 
guarantees has led to too many defaults with the resultant strain 
on the administrative machinery without giving a real boost to 
exports or to the setting up of export-oriented industries. We 
recommend that the country’s resources should be committed to 
export-oriented industries on the basis of an objective assessment 
of the export potential of a particular product and the present device 
of performance bonds and bank guarantees be given up. 



11-7 


B. EXPORT PROMOTION COUNCILS 

8.40. A number of Export Promotion Councils were created for 
specified commodities for undertaking market studies, conducting 
publicity propagating information and for serving as a forum where 
exporters could meet the administrative machinery. 17 such Coun¬ 
cils have come in existence and have been rendering the necessary 
assistance to the Indian exporters. The main activities of these 
Councils were as follows: 

(a) Creating export consciousness in the Indian exporters; 

(b) Collection of information in the shape of trade en¬ 
quiry statistics, market surveys and disseminating infor¬ 
mation within the country; 

(c) Assisting the development of products which have an. 
export market, actual or potential; 

(d) General publicity, participation in ’ exhibitions, trade 
fairs, establishment of offices abroad; 

(e) Sending out delegations and inviting foreign delegations, 
to India; 

(f) Settlement of commercial disputes; 

(g) Implementation of Export Assistance Schemes. 

8.41. In course of time, a major part of the Councils’ efforts came 
to be devoted to the implementation of the Export Assistance 
Schemes. Though the final responsibility for issuing the import 
entitlement licences lay with the licensing authorities, the medium 
of these Councils was utilised for processing these applications, 
certifying the bonafides of the concerned parties and for rendering 
them as much help as they could. A Committee which reviewed 
the working of the Export Promotion Councils reported in 1965 that 
the Export Promotion Councils, having representatives of manufac¬ 
turers, exporters and Government should not only be fully involved- 
in the processing of import entitlement licences but should also 
bear the corresponding duty of ensuring that the foreign exchange 
spent on export has actually been remitted to this country. The 
Committee felt that these Councils should assume the responsibility 
for making ex-post facto examination of the actual operation of 
the Export Assistance Schemes. Now that the Special Export 
Promotion Schemes have been abolished, the major portion of the 
Councils’ work has disappeared. 
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8.42. Market Surveys. —Conducting market surveys abroad to 
assess the export potential of our commodities was one of the 
essential functions of these Councils. The Indian Institute of 
Foreign Trade recently evaluated the various market survey 
reports to determine the quality and usefulness of these surveys 
and their practical contribution to the fund of knowledge and in¬ 
formation about overseas markets and marketing conditions. It 
was also intended to determine whether the information embodied 
in these market survey reports is of a direct utility to the policy 
makers and planners in the Government and export organisations 
as well as to exporters for the determination of marketing strategies 
in foreign countries- This appraisal led to some disquieting find¬ 
ings. The evaluation report, inter alia came to the following con- 

• elusions: — 

(a) These surveys lack very greatly in depth of study and 
objectivity of presentation.’ Many of these reports are 
too sketchy to be of practical use; 

(b) me reports are by and large compilation of statistical 
and non-statistical information based purely on published 
and unpublished sources and partly on personal inter¬ 
views; 

(c) Most of the reports have not clearly indicated the basis 
on which various comments and observations have been 
made; 

(d) Most of the shortcomings arise due to the absence of 
specific and clearly defined objectives of the survey; 

“Failure to make the market survey reports purposeful and 
action-oriented is, in our opinion, the most serious 
short-coming of the majority of the reports we have 
examined.” 

(e) The reports lack in specificity in respect of several as¬ 
pects on which they have commented, namely, the qua¬ 
lity, design, presentation, price, distribution etc.; 

(f) No adequate information is provided in these reports on 
foreign government policies, import regulations, standard 
specifications, tariffs and customs. 

8.43. To correct these shortcomings, the Indian Institute of 
'Foreign Trade has suggested that the overall or the ultimate 
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■purpose of promoting exports needs to be translated into specific 
objectives and market surveys should be designed to provide specific 
information to meet specified situations rather than indulge in the 
luxury of collecting market information. To make these surveys 
object-oriented and problem-centred, they have suggested that 
there should be a proper communication between the sponsors of the 
survey and the market research agency; the sponsor should provide 
to the agency the complete background and information in context 
■of which the survey is to be undertaken. The Indian Institute of 
'Foreign Trade, as a specialised body possessing the latest techniques 
•should be the agency which should assist the various sponsoring 
■bodies, with the exact design of the market survey, in laying down 
■specific objectives and in locating competent foreign survey and 
■research agencies. The Institute of Foreign Trade should also develop 
within itself the competence and capacity to undertake assignments 
for overseas market surveys themselves. Market surveys, however 
important in their own way, can be no substitute for a direct person- 
■to-person negotiations. This would clearly indicate the need for a 
comparatively liberal policy in allowing the business houses to send 
their representatives and salesmen abroad to assess the market 
•conditions to locate buyers and to strike the deals personally. 


8.44. Apart from these market surveys which have to be under¬ 
taken for specialised commodities and in specialised markets, there 
is a pressing need for creating a Data Bank where enterprising 
•exporters of India could get comprehensive information about the 
present international trade pattern obtaining in the several coun¬ 
tries of the world. I’he requirements of the various countries and 
the present sources of their supply ought to be ascertainable with 
the minimum effort; and this can be achieved only if a centralised 
agency undertakes the compilation of this information in a systema¬ 
tic fashion. We understand that the Directorate of Statistics in the 
Ministry of Commerce has recently started the collection of this 
•data based on the reports received from our commercial represen¬ 
tatives abroad. This was essentially designed to serve as a tool for 
the use of the policy-makers in the Commerce Ministry. We feel 
that the scope of this operation may be enlarged so that a com¬ 
plete range of information useful to the Indian exporters is 
systematically compiled and is available to the Indian trade. We 
were informed that the Board of Trade in U.K. renders this service 
•to all clients and that this has been found of great utility. 

-42 H. A.—9. 
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8.45. The budget provision of the Export Promotion Councils fa* 
the year 1965-66 is as follows: 

(Rs. in lakhs.) 

Total expenditure no 

Total Government grant 63 

Total foreign exchange expenditure involved 33 

Administrative expenditure 37 

Capital expenditure 2-5 

Delegations and Study Teams abroad 12 

Market Surveys , . . 2-5 

Publicity in India 11-8 

Publicity abroad 21 

Maintenance of foreign offices . S 

Exhibitions 7- g 

Miscellaneous 11 

8.46. A sizeable amount of money entirely in foreign exchange is 
being spent on delegations and Study Teams abroad According to 
the code of Grants in Aid, 50 per cent of the cost including the cost 
of international travel is being met by the Government of India. It 
is, therefore, necessary that maximum advantage is derived from this 
expenditure and we recommend that the following defects noticed 
in the past are scrupulously avoided : — 

(1) Bunching of several delegations in one country ; 

(2) Unsuitable timings of the delegations; 

( 3 ) Members of the delegations being not fully conversant 
with all the commodities or their pattern of trade; and 

(4) Members of the delegations being not aware of certain 
peculiar customs or practices in the foreign country. 


8.47. It is imperative that before departure, the delegation should 
te given the detailed information about the political, economic, 
social and cultural conditions prevailing in the country to which the 
delegation is planned to go. They should also be provided with the 
full statistics and market survey reports concerning the relevant 
markets. The Indian commercial representatives abroad should in¬ 
variably be consulted about the proposed itinerary of the delegation 
so that they could fix useful contacts for fhe visitors. On return, the 
delegation should submit a report containing their observations and. 
the concerned Export Promotion Council should speedily take the 
necessary follow-up action. 
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8.48 Created essentially to undertake promotional activities, we 
were rather surprised to see that these Export Promotion Councils 
came to be so engrossed with the mechanics of the Export Assistance 
Schemes, that after the devaluation there was doubt in some quarters 
whether there was any basis for continuing these Councils. We; how¬ 
ever, feel that sparing the Councils from the routine administrative 
duties will bring their functioning in proper perspective and they 
will be in a position to concentrate on purely promotional activities. 
Promotion of exports cannot be achieved merely by provision of raw 
materials but it necessitates the creation of an infra-structure both 
within the country and abroad. The Export Promotion Councils can 
now apply themselves to the study of conditions prevailing in inter¬ 
national markets, to the study of problems connected with packaging, 
freight reductions, shipping opportunities, tariffs and devising of 
ways and methods of increasing export-oriented production within 
the country. Basically, this implies a change from service to 
individual exporters as hitherto, to tackling of problems facing the 
exports trade in general. This, we feel, is a true role of these Councils 
who should be constantly engaged in identifying specific handicaps 
experienced by Indian exports and locating, in coordination ivith the 
Government specific remedies to remove the bottlenecks. 

8.49. The scheme relating to the replacement import licences and 
cash assistance to exporters require that the party to be assisted 
must be a registered exporter and for this the concerned Export Pro¬ 
motion Councils have been designated as the registering authorities. 
From 1st April 1967, membership of an Export Promotion Council is 
being made compulsory before any benefits can be claimed from the 
Government by any exporter. A Committee appointed by the Gov¬ 
ernment styled as the “Selectivity Committee” reported in May, 
1965. They noticed that the requirement of registration for the 
purpose of qualifying for the grants and incentives did not provide 
for the desired measure of selectivity. While we do recognise the 
need to prevent undependable persons from sullying the Indian name 
in the international markets,, we would like to guard against the 
setting up of an elaborate procedure while considering the applica¬ 
tions for membership or registration. 

8.50. The Selectivity Committee also recommended that the EPCs 
should encourage product-wise and market-wise specialisation. For 
this purpose, they recommended that each panel dealing with a parti¬ 
cular commodity should evolve its own convention of trading which 
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may, among other matters, cover all or any of the following aspects; 

(a) Quality standards; 

(b) Export allotments, global or regional; 

(c) Agreements of delivery schedules, payment terms, com¬ 
missions, packing and after-sales-service and other 
customary services; and 

(d) Specifications of the range of brands to be handled by 
exporters or groups of exporters wherever appropriate. 

The Committee went on to say that only such transactions as 
conformed to the norms of trading should qualify for the grant of 
import entitlements against their exports. We do not think that the 
Export Promotion Councils need be armed with punitive powers, 
because any such action would only detract from the value of these 
Councils as development bodies and service organisations. 

8.51. Export Houses.—Exporting is a specialised job and every 
manufacturer, however efficient, does not necessarily possess the tech¬ 
niques necessary for competing in the international market. We 
see a big future for the emergence of recognised export houses 
concentrating almost exclusively on exports, speciafising in trade in 
different commodities and in different regions, possessing the 
necessary marketing skills and the resources to undertake the export 
business in a large volume and on a sustained basis. Without these 
instruments, it will be hard to compete successfully with the highly 
efficient and experienced business-men operating around the world 
today. The Government of India introduced a system of recognising 
export houses who were made eligible for the following facilities: 

(1) Lumpsum release of foreign exchange for business visits 
abroad by their representatives; 

(2) Grants-in-aid (under the Code of Grants-in-aid) for under¬ 
taking market surveys and export publicity: 

(3j Grants-in-aid under the Code of Grants-in-aid in cases 
where 3 or more export houses set up a joint foreign office. 

The Committee referred to above found that this scheme of recogni¬ 
tion had not achieved success because: — 

(a) it lacked selectivity, 

(b) the recognition of export houses was not specific enough 
with reference to particular commodities or markets, and 
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(c) the requirement of good performance as a condition for 
continuance of recognition was not sufficiently emphasised. 

They, therefore, suggested that the competence, the credit-worthiness 
and the resources of the applicant body should be taken into account 
for the purpose of recognition. They also recommended that the 
scheme of recognition should be reoriented to make it more specific 
with reference to commodities or groups of commodities, as this 
would enable them to develop sufficient specialisation for it is not 
practicable for a single export house to cover the entire range of 
commodities all-round the world. We do not think that there is any 
need to be restrictive in this behalf since most of the export houses 
have started from a scratch and have yet to build up expertise. As 
their business develops, the process of specialisation will be automatic 
depending on the commodities and markets where they achieve some 
success. Some 60 export houses have been recognised so far and we 
would recommend that the element of selectivity should be intro* 
duced only after the lapse of a few years. On this consideration th« 
recognition should be accorded, in the first instance, for a specific 
number of years so that the performance of the export bouses could 
be reviewed when they come up for renewal. At the time of this 
review, the Government could ascertain whether the export house 
has maintained the high standards of integrity and business ethics 
in its operations or has compromised the reputation of Indian business 
by shipment of shoddy goods or by failure to abide by the terms of 
their contract etc. 

8.52. We recommend that the Export Promotion Councils should 
now work out a code of trading practices between manufacturers and 
exporters. With increasing specialisation and the consequent 
emergence of merchant exporters, this subject assumes a highly 
significant importance. Friction between the merchant exporters and 
the manufacturers can arise due to their differences over the date of 
delivery, short delivery, delivery of defective and sub-standard goods 
or non-delivery. Similarly, merchant exporters may be responsible 
for not carrying out their part of the deal. While a machinery has 
been created by the Indian Council of Arbitration to settle these 
disputes, we feel that the evolution of a code of standard trading 
practices will go a long way in eliminating these disputes altogether. 
For every commodity or group of commodities standard terms should 
be evolved concerning the quality of goods, provision of after-sales- 
service, adherence to samples or specifications. Wherever practicable, 
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a standard contract form should be formulated for each export com¬ 
modity on the analogy of one adopted by the Cotton Textile Export 
Promotion Council. 


C. COMMODITY BOARDS 

8.53. For promotion and the export of plantation crops, statutory 
bodies have been created under specific Acts passed for the purpose. 
Development of production and promotion of exports of agricultural 
commodities involve action at several levels and there is an apparent 
justification for creating single unified agencies which could bring 
within their fold all the interests including those concerned with the 
problems impinging on the production. The Commodity Boards thus 
established can easily handle matters relating to loans for planting, 
replanting pest control assistance to growers, introduction of stan¬ 
dardisation and scientific determination of exportable surplus. Since 
agriculture happens to be a State subject, special Act had to be pass¬ 
ed which declared the expediency of the control by the Union Gov¬ 
ernment. We will not consider the various aspects of the functioning 
off these Boards and will take the Tea Board as the representative 
whose working we have studied in details. 

8.54. Functions.—These Boards deal with a wide range of subjects 
as evidenced by the enumeration of the functions of the Tea Board 
in the Tea Act, 1953. Under Section 10 of the above Act the Tea 
Board has been charged with the duty of promoting the tea industry 
by measures such as follows: — 

(a) Regulating the production and extent of cultivation of tea; 

(b) Improving the quality of tea; 

(c) Promoting cooperative effort among growers and manu¬ 
facturers of tea ; 

(d) Assisting in the control of pests and other diseases affect¬ 
ing tea; 

(e) Regulating the sale and export of tea; 

! (f) Training in tea testing and fixing trade standards of tea; 

(g) Increasing the consumption of tea in India and elsewhere 
and carrying the propaganda for that purpose; 

(h) Improving the marketing of tea in India and elsewhere; 

(i) Collecting statistics from growers, manufacturers, traders 
and such other persons as may be prescribed in matters 
relating to tea; 
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11 ; Securing better working conditions and improving ameni¬ 
ties and incentives for workers; and 

(k) Such other matters as may be prescribed. 

This would indicate that the Commodity Boards were supposed to 
look after all aspects relating to the commodities in their charge. 

8.55. Composition.—The composition of Che Board is required to 
have on it representatives of : 

: (a) owners of the estates and gardens and gro wers of tea, 

(b) persons employed in tea estates and gardens, 

(c) manufacturers of tea, 

(d) traders and exporters, 

(e) consumers, 

(f) Parliament, 

(g) the Governments of the principal tea growing States, 

(h) such other persons or class of persons, who, in the opinion 
of the Central Government, ought to be represented on 
the Board. 

8.56. The present composition of the Tea Board shows that it has 
tl3 members representing owners of tea estates and tea growers, 5 
representing traders including exporters and internal traders, 7 re¬ 
presenting persons employed in tea estates and gardens, 3 represen¬ 
ting the Parliament and 6 representing consumers and other interests 
and 7 representing the Governments of the principal tea growing 
States It was represented to us that this type of composition of the 
Board leads to a diffusion of responsibility and prevents any meaning¬ 
ful discussion by persons of mutually conflicting interests. We have 
no sympathy with this point of view because we think that the sole 

justification for the creation of these Boards was to create a unified 
agency where different interests concerned with this vital sector of 
-economy could be brought together for the sake of coordinated ac¬ 
tion. Plantation crops are India’s major export earners and promo¬ 
tion of exports involves simultaneous action on the front of produc- 
l&on, regulation of internal consumption by levy of excise duties and 
encouragement of exports by adjustments in the export cess and the 
-earport duties. 

8.57. The present practice is for the Government to appoint the 
members of the Board after consulting the various recognised Com¬ 
modity Associations. It would help in creating a sense of involve- 
■ment .and participation in these Associations if the Government were 
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to accept the nominations made by the Consultative Committee of 
the Tea Growers’ Associations instead of taking the suggestions from- 
the Associations and making the final choice themselves. 

8.58. Idea of Autonomy.-rlt has also been represented to us that 
these statutory Boards do not enjoy sufficient autonomy and are 
functioning more or less as the subordinate offices of the Government 
of India. It was stated that, apart from reducing the effectiveness at 
these Boards, this has actually prevented the various interests from 
a direct contact with the Government. The powers conferred on the* 
Government under the Special Plantation Acts are all so comprehen¬ 
sive that Government decisions extend even to the detailed depart¬ 
mental processes of administration- We are of the view that this- 
entire argument about the autonomy of the Boards is based on the 
mistaken notion about the very purpose for which the Boards were 
established. It would be improper to compare these Boards with 
other public sector projects engaged in commercial and industrial 
fields in whose case lack of autonomy blurs the line of responsibility., 
operates against the worth-while objective of specificity of respon¬ 
sibility and militates against their functioning on business principle*. 

These industrial undertakings are required to function on sound 
business principles and adopt prudent commercial practices. The 
Boards were created for an entirely different purpose; to create a 
forum for bringing together representatives of different interests and 
for facilitating a many-pronged action necessary for the development 
of production and export of plantation crops. 

8.59. This however, does not mean that the operation of these 
boards should be smothered in futile administrative and fincancial 
control by the Ministry. We notice that the present procedure off 
financial control does inhibit speedy action and frustrates initiative- 
in these Boards. For instance, after the budget has been approved 
by March or by the beginning of April, the Boards have to come up 
to the Government for expenditure sanction of individual items and 
there are cases in which this approval process has taken 6 months" 
time. It would be highly unreasonable to expect a satisfactory 
execution of the related works within the same budgetary year. 
After a budget provision has been made for an item like expenditure 
on advertisements and publicity, it appears odd that the administra¬ 
tive Ministry and the Associate Finance should undertake to scruti¬ 
nise the advertisement media and the comparative rate schedules at 
different journals. The Commodity Boards spend considerable 
amounts on participating jn international exhibitions, fairs and other- 
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events and the actual expenditure on a particular item is not always- 
foreseeable as it depends entirely on the space allotted, the scale of 
participation and the local conditions prevailing at that time. We 
do not think it would be practicable for the Commodity Boards to 
foresee these requirements with any acceptable measure of accuracy 
and hence the interposition of the scrutiny by the Associate Finance 
is hardly a method designed to achieve prompt and satisfactory 
results- The Tea Board maintains a number of offices abroad and 
the main function of these organisations is to locate appropriate pub¬ 
licity media and suitable events to project the image of Indian Tea. 
The Tea Board should, in our view have a complete discretion in 
selecting the international events in which they would participate 
and the scale of this participation within the overall limit of expen¬ 
diture approved by Government. We, find something quite anomo- 
lous in the present practice whereby the Export Promotion Councils 
get their budgets approved at the beginning of the year and foreign 
exchange allotments placed at their disposal in a lumpsum, whereas 
much more important bodies like Commodity Boards have to justify 
each item of expenditure with detailed estimates before any foreign 
exchange can be released in their favour. Foreign exchange is a 
scarce commodity and its use is to be regulated; but the present pro¬ 
cedure only results in hampering the promotional activity designed 
to earn foreign exchange itself. We would recommend that foreign 
exchange allotments may be placed at the disposal of the Commodity 
Boards after scrutinising their proposals at the beginning of the year 
and the Boards could then be given complete freedom to organise 
their publicity and promotional activities. 

8.60. The following table indicates the total budget estimates of 
the various Boards in 1966-67 and the estimated cess collection for 
the year. 

. (Rs. in lakhs! 


Board 

Budget 

Es timates 

Estimates 

of Cess 


(1966-67) 

collection 

X 

2 

3 

Tea Board 

194-98 

105 

Coffee Board 

20-55 

37-6 

Rubber Board 

52-82 

170 

Coir Board 

12*31 

6 

Cardamom Board 

10*00 

4 

Central Silk Board 

21-59 

Nil. 
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1: has been represented that the existing procedure whereby 
the cess collected is first credited to the Consolidated Fund of India 
and then made available by Government to Boards is unnecessarily 
cumbersome- In the past, prior to 1953 amendment, the cess was 
paid by the Customs Department to the Board directly after deduc¬ 
ting the cost of collection. This system has a parallel in the levy of 
cess in the plantation crops in Ceylon and Malaysia. In a situation 
where the expenditure of the Boards exceeds the cess collection, the 
contention loses all its force. 

8.61. Personnel.—At present, officials, serving or retired, have 
been appointed as Chairmen and Secretaries of the Boards. We 
recognise that these functionaries have to perform mainly adminis¬ 
trative functions for which their experience in Government is a 
valuable asset. It is equally apparent that these jobs are better 
performed by persons who have the economic understanding and 
special experience of the industry and professional specialisation 
would go a long way in securing competitive performance. We 
would, therefore recommend that special care should be taken in 
filling these posts by persons who have had the opportunity of gaining 
intimate knowledge of the industry which they are asked to handle. 
The choice need not be restricted to officials, even non-officials, possess¬ 
ing the requisite experience should be considered for these posts. 

8.62. The Tea Board operates a number of schemes for financial 
.assistance for increasing production and improvement of manufactur¬ 
ing facilities. With the corpus of Rs. 5 crores a fund was created in 
1952 for granting long-term loans to tea estates for re-planting, re¬ 
placements and new expansions- A fund has also been created for 
the granting of loans to tea estates for sinking of tube wells, cons¬ 
truction of reservoirs and dams etc. to supply water for irrigation. 
The Tea Board also operates a scheme for supply of tea machinery 
and irrigation equipment on hire purchase basis. The Board makes 
arrangements for the supply of essential commodities like fertilizers, 
iron & steel materials, cement, tin-plate and coal etc. 

8.63. Export Targets.—For working out the production and export 
targets of the plantation crops, the Planning Commission had set up 
Working Groups to make detailed studies and lay down realistic 
targets. These Working Groups, in turn, constituted sub-Groups fcr 
individual plantation crops. We have seen the report of the sub- 
Group on Tea which made the assessment and formulated proposals 
for the Fourth Five Year Plan. We were rather surprised to see 
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that the sub-Group formulated their proposal merely on the basis of 
the past trends without relating the targets to the various inputs 
that would be required in the shape of money, area to be irrigated, 
area to be replanted etc. Additional production is expected to arise 
as a result of more adequate application of fertilisers, greater use 
-of artificial irrigation and scientific management both in the field 
and the factory- For exports, calculations have been based primari¬ 
ly on the basis of India maintaining its share in the world exports. 
Alternatively, the target has been fixed by calculating the percent¬ 
age of total Indian production exported in 1965 and applying this 
percentage to the anticipated production in 1970. On the face of it 
this method of formulating export targets is not too satisfactory. 
What is really lacking is an operational plan relating the annual 
targets to the annual inputs so that the Tea Board has a specific 
term of reference to guide all its activities. We would recommend 
that a comprehensive operational plan should he prepared for each 
plantation crop showing the inputs in the shape of fertilisers, 
irrigation, area of planting and replanting, amount of investment 
■and loans required from year to year, and relate these to specific 
.annual targets of production and exports. In this process of 
planning, established Associations should he closely associated as 
their active participation and direct involvement alone would create 
in the industry a moral obligation to attain the prescribed targets. 

8.64. Coordination between the Centre & the State Governments.— 
We have stated above that these statutory Boards are a convenient 
-device to bring together the several interests concerned with the 
commodities. This is all the more important because both the 
Central and the State Governments exercise their control over this 
area of activity. The situation understandably requires a high 
-degree of coordination in order to ensure that the- State policies do 
not run counter to the Central Government’s efforts in respect of 
these important crops. The Central Government’s plans for expan¬ 
sion of plantations would become difficult of achievement if the 
land laws and forest preservation enactments of the State Govern¬ 
ments render such expansion impracticable. While the States’ 
constitutional rights have to be preserved, it is imperative that a 
•common plantation policy should be worked out between the Centre 
and the States. 

8.65. We, however, see that there is no institutional arrangement 
to secure this uniformity of policy between the Central Government 
rand the State Governments concerned. As and when a problem 
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emerges, some sort of dialogue is established on, an ad hoc basis. 
Looking to the importance of the plantation crops to the .uitionaT 
economy we consider the present arrangement totally inadequate 
and would recommend the creation of a Coordination Committee at 
the Ministerial level. This Gommittee should be headed by the 
Minister of Commerce, Government of India, and should consist of 
the concerned Ministers of those State Governments where these 
crops are predominantly grown. Only a high level Committee of 
the type suggested above will be in a position to bring the policies 
of the State Governments in alignment with the Government of 
India’s efforts to develop the production and export of these com¬ 
modities. Some of the reluctance of the State Governments to fall 
in the line with the Central Policy arises from the fact that there 
are a number of demands on the available land. The question of 
State revenues also gets involved. Only a Committee at the 
Ministerial level can resolve these differences and, at the same time, 
consider ways and means of compensating the State Governments 
for the loss of their revenue. 

8.66- The Tea Board’s activities in the field of export promotion 
consist of, 

(a) uni-national promotion to project the image of Indian tea; 

(b) generic promotion of tea as against other beverages. 

For the uni-national promotion, the Tea Board maintains offices in 
(J.K-, U.A.R., Belgium, Australia and U.S.A. Generic promotion 
normally takes the shape of publicity through the various Tea 
Councils on which major tea exporting countries and me local trade 
interests are represented. Such Tea Councils, exist in USA, Canada, 
West Germany, France, Ireland, U.K- and Australia. So far as the 
Board’s offices abroad are concerned, we do not consider posting of 
Government officers to head these organisations as the most satis¬ 
factory arrangement. Export promotion is not a matter of routine 
departmental administration but involves long-term planning, 
diverse talents and high specialisation. To provide initiative and 
dynamism to these activities we would suggest that persons having 
experience in the industry itself should be posted to manage these 
organisations abroad. 

8.67. According to the present practice, these Boards have powers 
to create posts the maximum of whose pay-scale does not go beyond 
Rs. 575 per month provided the expenditure can be accommodated 



131 


"within the sanctioned budget. Section 3 of the Tea Act, 1953 re¬ 
quires that the Central Government shall appoint all officers of the 
Board drawing a salary of Rs. 1,000 or more per month. We feel 
that the limit of Rs. 575 is rather too restrictive and it should be suit¬ 
ably enhanced so that the Boards can create posts and fill them with 
suitable people without unnecessary delay unavoidably involved in 
processing these proposals with the Government. Undue elevation 
of the level of decision-making only frustrates speedy action and 
initiative. The Boards ought to have freedom to carry out the 
innumerable duties cast on them and the Government ought to 
restrict its interference to only high level of general direction. 

D. EXPORT CREDIT—THE EXPORT CREDIT & GUARANTEE 

CORPORATION 

3.68. For the development of exports a preferential treatment to 
expert credit in the framework of the country’s monetary system is 
an important factor. We will be separately considering while deal¬ 
ing with the credit policy formulated by the Reserve Bank of India 
whether the provision made for export industry is adequate. At the 
moment, we will confine our attention to the working of an institu¬ 
tion which was specially designed to facilitate securing of credit by 
exporters from commercial banks and other financial institutions. 
International trade involves political and commercial risks of differ¬ 
ent tj'pes at various stages of the transaction and unless exporters 
have a backing of some instituion which underwrites the credit risk 
and guarantees the local financing institutions, enough credit would 
not be forthcoming. The ECGC and its forerunner, the Export Risk 
Insurance Corporation, were established to fill this requirement. 
'The Corporation was established with the following objectives: — 

(i) to administer the schemes of export risk insurance handl¬ 
ed by the Export Risks Insurance Corporation Ltd.; 

(ii) to administer the scheme of guarantee which may be 
approved from time to time with a view to remedying the 
various gaps in the system of export credit in the coun¬ 
try; 

(iii) to provide such supplementary credit facilities as - are 
essential for promotion and development of exports; and 

(iv) to perform such other functions as Government may assign 
to it from time to time in regard to export credit and 
guarantee. 
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In short, the ECGC insures the exporters’ credit risks (i.e., com¬ 
mercial risks such as default or insolvency of the foreign buyer, and 
political risks like, war, unforeseen import restrictions, embargoes on 
transfer of funds etc.) and furnishes guarantee to the financing bank 
to enable the exporter to get adequate credit facilities. 

8.69. The following table indicates the business done by the 
ECGC in the last 3 years, namely, 1963, 1964 and 1965: — 



1963 

1964 

Percen¬ 

tage 

1965 increase 

in 1965 
over 1964 

I 

2 

3 

4 5 

l. Policies and Guarantees in force at the end 
of Period ( Number) 



- 

(a) Policies 

(b) Packing Credit Gaarantees 

(c) P ost-shipment Export Credit 

Guarantees 

738 

6* 

1016 

140 

9 

1305 1 

235 L 36-0 

44 J 

2 . Maximum Liability under policies & 
Guarantees in force ( Rs. in crores) 

(a) Policies .... 

(b) Packing Credit Guarantees . 

i860 

1-35 

23’22 

5’°3 

31-50 1 

7-68 J. 40-7 

0-89 J 

Guarantees ..... 


0-22 

3. Risk Value (Rs. in crores ) 

29-45 

34-96 

54-79 56-7 

4 . Bank Finance Availed of (Rs. in crores) 




(a) Assignment of policies 

(b) Packing Credit Guarantees . 

(c) Post-shipment Export Credit 

Guarantees 

4 T2 

3-95 

4 -20 
17-68 

O'll 

5-71 1 

30-93 y 74-8 

1 "8o J 

5. Premium Income (Rupees) 

6,40,500 

8 , 93,024 

13,4 >, > 5 i 50-7 

6. Reserves (Rupees) 

9 , 03,177 

14 , 24,124 

21 , 93,315 57-6 


8.70. A case study was conducted with the assistance of the 
National Council of Applied Economic Research. 


(i) to review the functions and working of ECGC, in parti¬ 
cular to examine how far its objectives have been achiev¬ 
ed. 
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(ii) to study the procedures of the Corporation and suggest* 
ways to simplify procedures with a view to provide speedy" 
and efficient service to exporters; and 

(iii) to study the investment policy of the Corporation. 

The full report on the case study may be seen in Appendix III Part" 
II. Based on the findings of this case study, we have the following; 
observations to make: — 

3.71. Though the business of the ECGC has been expanding as- 
seen in the table given above, its total business has still a large 
scope, for expansion. The following figures give the magnitude of 
the different types of business secured by the ECGC. 

Business of the ECGC Related to Indian Exports 


(Rs. , crores) 


Year 


Total 

Exports 

Maximum liability of ECGC 

in force 

Risk 

values 

Standard 

Policies 

Packing 

Credit 

Guaran¬ 

tees 

Post¬ 

shipment 

Guaran¬ 

tees 

Export 

Finance 

Guaran¬ 

tees 

I 


2 

3 

4 

5 

6 

r 

i960 


623 

7 ' 7 i 

o-oi 


•• 

6-96 

19 61 


65 ) 

12-79 

O* 12 

•• 


12. or 

1962 

• 

656 

17 95 

1-31 

-• 

-• 

20*69- 

1963 


76 ? 

18-60 

1-35 

•• 


29 4 * 

1964 • 

• 

822 

23*22 

5-03 

022 


34 - 96 - 

1965 

• 

801 

3 I -50 

7-68 

0-88 

O-OI 

55*04 

1966 upto September 

•• 

36.35 

10.34 

056 

0-02 

49-0 


("Statement continued ott> 
next page) 



Business of the ECGC as Related to Indian Exports 


(Rs. crcres) 


Year 




Business as % of Exports 







As % of 
3/2* 

As % of 

4/2* 

As % of 
5/2* 

As % of 
6/2* 

As % of 
7/2* 





8 

9 

10 


12 

i960 

. 

. 

. 

. 1-238 

0*002 

, , 

, , 

1*117 

1961 


• 


i -938 

0-018 

• • 


1-820 

1962 

• 

• 

• 

2-695 

0-197 

• • 

•• 

3-107 

1963 

• 

• 

• 

• 2-441 

0-177 

• • 

• # 

3-865 

1964 

• 

• 

* 

2-825 

0-612 

0-027 

•• 

4-253 

1 965 • 


• 

• 

3-933 

0-959 

O-IIO 

0*001 

6-870 


•The percentages have been worked out with reference to the columns in the statement 
• on pre-page. 

It will be observed that “Export Finanoe Guarantee Business” is al¬ 
most nil and “Post Shipment Guaranteed Business” represents .001 
per cent of exports in 1965. The maximum liability of the Corpora¬ 
tion and the risk value covered has increased at a faster rate than 
the growth in Indian exports and the risk value as a percentage of 
exports has increased from 1 per cent in 1960 to 6.9 per cent in 1965. 
This progress has been largely accomplished by increase in the case 
of policies covering risk against foreign buyers. 

8.72. We are quite aware that roughly 2/3rds of Indian exports 
take place either through Letters of Credits or by sales through 
associates. But even in the remaining l/3rd export business, the 
■Corporation has secured only business worth Rs. 55 crores. In the 
.country’s effort to open up new markets, exporters will have to 
meet unknown risks and the potential for increasing ECGC’s business 
is very large indeed. The following statement shows the shipments 
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covered by credit insurance in selected countries as percentage of 
their total exports in 1965:— 


Country 


Shipment 
covered % 
to exports. 


U.K. 28*1 

Israel .......... .. 9‘6 

Netherlands . . 6-J? 

Norway ........... 6-o 

Belgium ........... 3 ‘ 4 

Sweden ........... 3'0 

India ............ 2*o 

Canada ........... 1*7 

Fi nlan d 3 


8.73. The objective of the Corporation was not merely to provide 
insurance and guarantees to exporters and financial institutions but 
also to provide supplementary finance and grant loans to promote 
exports as well. The Corporation’s Articles of Association mention 
this as one of its main objectives. ECGC so far has not provided 
any finance for exports. We got the feeling that the Corporation at 
present does not have an adequate machinery either to analyse the 
reasons for slow progress in particular fields or to assess the need 
and desirability of new schemes. We would recommend that the 
Corporation should continuously review the terms and conditions 
of variOT.is schemes in India as well as abroad and evolve new 
schemes as and when circumstances so necessitate. 


8.74. One of the objectives of the Corporation was to give gua¬ 
rantees to the exporters with a view to assist them in conducting 
marketing surveys for the development of the overseas markets 
and to share the expenses on such promotional measures if the 
expenses are not fully recouped by sales. We would recommend 
that the ECGC should undertake this facility immediately and 
enterprising exporters should be encouraged to use this facility and 
explore new markets. 

8.75 In some countries there is a practice that, when the risk 
is excessive to the Corporation in providing insurance or guarantee 
to cover particular countries or buyers due to the prevailing politi¬ 
cal and/or commercial conditions, the Corporation acts as an agent 
of the Government which underwrites the risk to the Corporation. 
In some other cases, Government directs the Corporation to cover 
the risk to certain countries or parties and then underwrites the 
42 H. A.— 10 . 
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loss to the Corporation. In India, the need for such coverage has 
been felt at few occasions for export to certain countries due to the 
political instability but, in the absence of the preparedness of the 
Government to underwrite such business, the Corporation could not 
provide full cover. A country seeking to diversify its exports and 
locate new markets is bound to come up against such contingencies 
and we recommend that the Government should come forward to 
underwrite such business because the Corporation is justifiably 
cautious considering its small capital and reserves and its limited 
experience. 

8.76. An increasing amount of bank finance has been made 
available to exporters through ECGC’s Packing Credit Guarantee. 
The amount of such finance has increased from a meagre figure of 
Rs. 1 lakh in 1960 to approximately Rs. 31 crores in 1965 but the 
finances made available through the assignment of policies are not 
at all encouraging. 


Bank Finance Availed of by Indian Exporters Against ECGC Policies and Guarantees 



Year 


Bank Finance Availed of (Rs. crores) 

2 as per 
cent of 
risk 
value 

Assign¬ 
ment of 
Policies 

P. C. 
Guaran¬ 
tees. 

P. S. 
Guaran¬ 
tees 

Export 

Finance 

Guarantees 


I 


2 

3 

4 

5 

6 

i960 

* . 

• • 

. 2-37 

o-oi 

• • 


34-°5 

1961 

. 

• • 

. 3 * 20 

0-54 

• • 

• • 

26-64 

1962 

• 

• • 

. 2-50 

2-58 

•• 

•• 

12-13 

1963 

• 

• • 

. ■ 4-12 

3-95 

•• 

♦ • 

13-99 

1964 

• 

• • 

. 4 - 2 ° 

17-68 

o- II 

•• 

12-01 

1965 

• 

♦ • 

5-71 

30-93 

I-80 


IO.42 

1966 upto September 

4-19 

28-44 

0-72 

•• 

8 48 


While all the factors which make the banks reluctant to grant 
increased credit against the assignment of policies have to be investi¬ 
gated, we would recommend that the ECGC should revise the terms 
and conditions of the policies in respect of the extent of the loss 
covered to bring it on par with the practice followed in other 
countries. 
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8.77. The coverage of exports by ECGC is quite high in regard 
■to certain regions and countries. There are various reasons for 
-different percentages of exports covered by ECGC’s policies in 
different countries such as the nature of the commodities exported, 
terms of payment, trade links and political conditions. The ECGC 
will have to constantly make suitable adjustments in the treatment 
it accords to different countries and different commodities so as 
to align its own working with the Government’s export promotion 
measures which will be increasingly oriented towards specific com¬ 
modities and to specific destinations. We recommend that the ECGC 
should work out a schedule of its premium rates giving differential 
treatment to specific markets and specific commodities in line with 
the export strategy of the Government from time to time. 

8.78. The first stage in the credit insurance business is to receive 
proposals for insurance and issue policies to the exporters. Here 
the Corporation has to make an assessment of the exporter’s creden¬ 
tials. If the proposal is accepted, the Corporation sends an accept¬ 
ance letter which is to be confirmed by the proposer. There was 
some avoidable delay noticed between the receipt of confirmation 
letter and the despatch of the policy to the exporters. The proposal 
form seeks to elicit information about the past shipments and 
anticipated shipments when it should suffice for the Corporation’s 
purpose to know the value for which the exporter needs the policy. 
This unnecessary information should be dispensed with. We also 
feel that the calling for a bank report of the party need not be 
insisted upon while approving the proposal because the Corporation 
covers the risk against the default of the foreign buyer and not that 
of the exporter. The analysis of the exporter’s financial position 
should be of little consequence to ECGC. An arrangement could be 
made with the Export Promotion Councils and Commodity Boards 
whereby the names of the parties registered with these organisations 
are regularly sent to the ECGC and in the case of such parties no 
further investigations need be necessary. If the schedule of the 
premium rates could be sent along with the proposal form, the 
present system of issuing the acceptance letter and waiting for the 
•confirmation from the party could be dispensed with unless, of 
course, there is a proposal of exclusion of some countries or some, 
other legal complexities. 

8.79. Sanctioning of Credit Limit.— Once an exporter has taken 
the ECGC shipment Comprehensive Risk Policy or Contract Com¬ 
prehensive Policy, he has to apply to the Corporation for sanction¬ 
ing of the credit limit for each buyer to whom he intends to export. 
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The sanctioning of credit limits is a function analogous to fixing 
the limit for advances in the commercial banks; Tn order to carry¬ 
out this function efficiently and speedily one has to be equipped 1 
with the know-how for assessing the credit-worthiness of the con¬ 
cerned party. It will be worthwhile if some officers of the Corpora¬ 
tion are given the necessary banking experience to discharge this 
function efficiently. The claims on the Corporation will also depend 
upon how the credit limits have been sanctioned. The Corpora¬ 
tion, therefore, has to safeguard its interest by making suitable 
enquiries by calling for bank reports or reports from credit agen¬ 
cies and Indian Missions abroad. There is a considerable scope for- 
saving time in this process if the ECGC could sanction these credit 
limits and dispense with bank reports etc. in case of comparatively 
small limits. We would recommend that a minimum limit should be 
prescribed, looking to the past claims experience of the Corporation 
and credit limits up to this level should be sanctioned straightaway, , 
without calling for bank reports. 

8.80. Issue of Guarantee.—The business relating to Packing Cre¬ 
dit Guarantee has been continuously increasing but the progress on 
Post-Shipment Guarantee and Export Finance Guarantee has beern- 
very disappointing. Even for the business relating to Packing 
Credit Guarantee, the bulk was provided by a few banks only. 

8.81. The figures below indicate that the credit raised by expor¬ 
ters on the assignment of policies has not been progressing satis¬ 
factorily. This is rather disturbing as one of the aims of the Cor¬ 
poration was to make it easier for exporters to get bank finances 
through the assignment of policies. The table below brings out this 
position clearly;— 

Year , Risk Value Assign- 3 as % of' 

covered by ment of 2 
ECGC . policies 
(Rs. crores) to Banks 
(Rs. crores) 


I 

2 

3 

4 

i960 .... 

. . . 6-96 

2-37 

34-05 

1961 .... 

. 12*01 

3*20 

26‘64 

1962 .... 

. 20'69 

2-51 

12*13 

1963 ■ • 

. 29-45 

4’ 12 

13-99 

1964 

. 34-96 

4*20 

12*01 

1965 .... 

55-04 

5-71 

10-37 

1 966 upto September 

36-35 

4-19 

n -53 

The reasons for the slow progress are not far to 

seek. The policy- 

covers only the gross 

invoice value; it does not cover the risk due 
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■to loss of interest. The ECGC should think of covering the loss of 
•interest also particularly in cases where the policy has been assigned 
to the bank. Moreover, in the case of foreign buyers’ default, the 
"bank has to wait for long before receiving the payment. First 4 
■months have to elapse before the claim itself is eligible to be filed 
with the Corporation. Even after that considerable time is taken 
"before the claim is accepted and paid. This would naturally dis¬ 
courage commercial banks to grant credit against the assignment 
-of policies. 


8.82. Since the inception of the Corporation, upto September, 
1966, the claim experience of the Corporation is summarised in the 
stable below:— 



Amount 
(Rs. lakhs) 

Percen¬ 
tage to 
premium 

Percen¬ 
tage to 
gross 
claim 
paid 

Percen¬ 
tage to 
risk 

covered 

A. Gross Claims Paid 

2392 

42-04 

, , 

0-08 

Packing Credit . 

3-21 

32-79 


0-04 

Others . 

20*71 

43-96 


0-09 

■B. Recoveries . ... . 

9-48 

, , 

39-63 

0-03 

Packing Credit . . . . . 


, , 



Others 

9-48 


45-77 

0-04 

C. WrittenCredit .... 

4-62 


19-31 

0-02 

Packing Credit ... 





Others ..... 

4-62 


22-31 

0*02 

‘D. Balance Outstanding 

9-82 


41-05 

0-02 

[A—(B+C)] 





Packing Credit ... 

3'2I 


ioo-oo 

0-04 

Others ..... 

6-6l 


31-92 

0-08 

■ E. Net Claims Paid 

13-44 

23-62 

56-19 

0-04 

(A-B) 





Packing Credit . . . . . 

321 

32-79 

100*00 

0-04 

Others .... 

10-23 

2I-72 

49-31 

0-05 

F. Total Premium Income 

59 - 9 ° 




Packing Credit . 

9'79 




Others 

47 -n 




>G. Total Business 

303=93 




Risk Value . . 

217,17 




Packing Credit Finance Availed of 

84,13 




Other Guarantee Finonce Availed of 

2,63 
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The total value of claims (gross without considering the recoveries) 
as per cent of risk covered is quite low at 0.04% in case of packing" 
credit and 009% in case of other business. However, claims paid 
as percentage to premium income amounted to 33% for packing 
credit and 44% for other business. The claim ratio appears quite 
high when related to premium income. It is not always true to 
think that the greater risk is involved in business transactions in: 
developing countries because ECGC’s experience indicates that 
29% of defaults by foreign buyers arose in Western industrialised 
countries and East European countries. This would suggest that 
the ECGC should thoroughly examine its claim experience in 
different countries to revise its insurance rates by reclassifying the 
countries. As would be expected, the total claims paid by the 
ECGC related to the total business done year-wise, have been dec¬ 
lining with the increase, in the total business done by the Corpora¬ 
tion. 

8.83. Our case study disclosed that in all the cases in which 
claims were rejected, the rejections were on technical grounds such 
as the credit limit not being approved or the default not being 
reported to the Corporation in time. There is also considerable 
delay in the payment of claims as the time taken has varied 
between 16-17 months from the date on which the payment was 
due from the foreign buyer. There is a provision to accommodate 
the policy-holders by paying] advances against claims before the 
due date of payment. But many of the cases studied by us furnish 
only one single instance in which the party was given an advance 
payment against a suitable bank guarantee. The delay takes place 
not only because the party has to wait for a stipulated period 
before filing the claim but also because of the long and protracted 
correspondence for obtaining clarification, and submission of docu¬ 
ments in evidence of claims. To obviate these difficulties we would 
recommend that a time limit of 60 days should be prescribed within 
which the proposed credit limit should either be accepted or rejected 
by the Corporation so that the exporter is not left undecided. We 
would also recommend that the Corporations should be required to 
pay interest on the claim money if the period between the filing of 
the claim and the final settlement exceeds 6 months. 

8.84. Normally, it is the exporters’ duty to file a suit against the 
defaulting foreign buyer and very rarely the Corporation has taken 
over this responsibility. Even when the Corporation itself had 
started the legal proceedings for recovery, the time taken in getting 
Reserve Bank’s permission was very long. We would recommend 
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that the Corporation should agree to carry out recovery proceedings 
if the policy-holder makes such a request. It will be in their own 
interest to start the recovery proceedings after the claims have been' 
paid. The ECGC’s Articles of Association have already provided 
the power to the Corporation to act as debt collecting agency reliev¬ 
ing the policy-holder from the responsibility of debt collection and it 
will lead to clientele satisfaction and will increase the Corporation’s 
business. It will also save considerable time in correspondence 
between the policy-holder and the Corporation for guidance and 
advice. Once the claim has been paid, the stake of the Corporation 
in recovery is greater than that of the exporter. Cases are not 
wanting where the exporter has not taken sufficiently keen interest 
in the recovery proceedings. We would also recommend that the 
Corporation should he given a general permission by the Reserve 
Bank of India to file cases without the need for specific prior permis¬ 
sion in individual cases. Similarly, a blanket foreign exchange 
permit may be granted to ECGC to enable the Corporation to meet 
their legal expenses abroad. 

8.85. Development of Business.—The Corporation has 5 Field 
Officers, 2 in Bombay, 1 in Madras and 2 in Calcutta whose main job 
is to solicit business. They have appointed 46 brokers all over the 
country. The Corporation also has opened 3 branch offices in 
Calcutta, Madras and Delhi in order to provide speedy service to 
policy/guarantee holders. In actual practice, the Branch Officers 
have very little powers and none of them can issue a policy and 
Madras Branch alone has the limited power to issue acceptance 
letters. Our case study discloses that cases take more time when the 
matter is dealt through the Branch Office. Though certain functions 
like the sanction of credit limits, dealing with defaults etc. have , 
in the. nature of things, to be centralised, the Branch Offices, could 
certainly enjoy more authority in matters like the issue of policies. 

8.86. In the case of ECGC’s business, press publicity has very 
limited role because its services are not for mass use and as such 
personal contacts with exporters and bankers are more important 
than press publicity. The Corporation could, with advantage,, 
intensify its contacts with major banks, major exporters and Gov¬ 
ernment undertakings who account for substantial exports. It should 
also be examined whether it will be practicable to appoint commercial 
banks themselves as the Corporation’s brokers. 

8.87. Investment Policy.—The Corporation’s Memorandum and 
Articles of Association are silent about the manner in which the 
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funds of the Corporation should be invested. As there are no legal 
bindings, the funds should be invested so that, consistent with 
safety, the rate of return is maximised, and proper liquidity is 
maintained for payment of claims as and when they arise. Liquid¬ 
ity is not a very important factor except in catastrophies when 
claims may be exceptionally high. In the pa6t, claims have never 
exceeded Rs. 6 lakhs in a year. Therefore, the main consideration 
should be safety and rate of return rather than liquidity. 

8.88. Out of the total investment of Rs 110 lakhs on September 
30, 1966, roughly, Rs. 80 lakhs or 72 percent were invested in Gov¬ 
ernment securities Central and State. The balance, 28% was 
in Government of India or State Undertakings’ bonds, debentures 
and other securities. The market value of the quoted securities 
and the book value of the unquoted securities has been lower than 
the purchase price which means the Corporation has suffered a 
loss. The table below shows that till 1965, the market value as 
percentage of book value was continuously declining. 

(Rs. lakhs 

Year Purchase Market* Market 

Price Value , Value as 
% of 
Purchase 
Price 


I 2 3 4 


1960 50-07 50-79 101-44 

1961 45"33 45"46 ioo-iS 

1962 46-52 46’ 17 \ 99-25 

1963 46-12 45-96 99-65 

1964 . 49‘i2 48-89 99-53 

1965 91-83 88-55 96-43 


1966 upto September 30.. 110-16 107-87 97'92 


•Some investments are not quoted in the market; in those cases book 
value has been taken. 

This fall in market price as related to purchase price partly arises 
due to the policy to invest only Government securities and 
Government undertakings’ fixed interest yielding securities except 
the investment of Rs. 6 lakhs in the Unit Trust of India. The rate 
■of interest in these securities is between 3£% to 5%. In 1966, the 
average rate of return works out at 6-81%. It should be possible 
jor the Corporation to earn 71% at least through a Five Year Fixed 
Deposit with the State Bank of India where th e money should be 
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•as secure as in Government securities and distinctly more liquid. 
Deposits with hanks may also help indirectly to increase the business 
•of the Corporation. 

8.89. Financial Position. —Out of the authorised capital of Rs. 5 
crores ECGC’s paid-up capital is Rs. 1 crore only. The risk ratio 
to capital in India is 45:1 which is much higher when compared 
with other countries. 

Risk ratio to paid-up capital in certain Credit Insurance Corporations 


Canada . 

• 

• 

• 

GO 

: i 

U.K. . 

• 

. 

• 

• 25 

: i 

Australia 


. 

• 

• 37 

; i 

Israel . 

• 


• 

. 50 

: i 

India 



, , 

• 45 

: i 


If the Corporation has a bigger capital base, it may help the 
ECGC to perform some other functions like providing supplementary 
•credit which is not being done today. The total amount of reserves 
is very low at Rs, 22 lakhs .which is due to the Corporation’s low 
profitability. Moreover, the administrative expenses of the Corpo- 
xation continue to absorb a sizeable portion of its premium income. 

Administrative Expenses as per cent of Premium Income In credit Insurance Organi¬ 
sations of Certain Countries on Comparable Basis. 


-Country Administrative Expenses as % to Premium Income 


■ 





1962 

1963 

1964 

1965 

Australia . 

• 

• 

• 

» 

77-4 

67-0 

60-4 

55-4 

Canada. . 

• 

• 

• 

• 

24-7 

34 'i 

I 3’7 

21 * X 

Israel . 

• 

• 

• 

• 

23'3 

31-3 

20 ’4 

H-6 

Sweden 



• 


17-5 

22*9 

24*1 

21-9 

United Kingdom 

• 

• 

• 

• 

I 7'3 

32-4 

27*2 

42-5 

India 



• 

• 

63-4 

63.3 

59-3 

46-4 


E. INDIAN COUNCIL OF TRADE FAIRS AND EXHIBITIONS 

8.90. We can increase our exporfs either by diversifying their 
commodity composition or by securing a wider destinational pat¬ 
tern. One of the most important promotional media to project 





144 


the image of Indian goods in foreign markets and to break down 
the consumer resistance to India’s new manufactured goods is fur¬ 
nished by participation in the international trade fairs and ex¬ 
hibitions. The Directorate of Exhibitions, as a wing of the Minis¬ 
try of Commerce has been handling this task but with the 
intensification of these activities a need was felt to create a full- 
fledged organisation for this important activity and the Indian 
Council of Trade Fairs and Exhibitions came into existence. In 
a highly competitive world today fairs and exhibitions are a valu¬ 
able instrument of commercial publicity as they provide show- 
windows for projecting the industrial image and export capacity 
of a country. The objective of establishing the Indian Council 
of Trade Fairs and Exhibitions was to create some institutional 
arrangement capable of participating in an ever-increasing number 
of international exhibitions and also to make this activity com¬ 
mercially more fruitful. Indian participation in these exhibitions 
has lacked a businesslike approach as it did not sufficiently involve 
the manufacturers and the businessmen who alone could cope 
with the follow-up action and capitalise on its advantages. The 
Mudaliar Committee on the Import and Export Policy recom¬ 
mended setting up of an independent organisation largely repre¬ 
senting the chief, exporting interests and having on it representa¬ 
tives of the Export Promotion Councils, Commodity Boards, 
Government and the Trade. The chief aim was to leave the 
initiative io the exporting interests themselves because participa¬ 
tion in international fairs is primarily the function of the mercan¬ 
tile community. The Indian Council of Trade Fairs and Exhibitions 
was set up in pursuance of this recommendation. 

8.91. The objectives of this autonomous organisation are promo¬ 
tion and organisation of participation in trade fairs, establishment 
of trade centres and undertaking of all other programmes of visual 
commercial publicity for export promotion. The membership of 
the Council is open to individuals, institutions, organisations, asso¬ 
ciations, industrial units and trading concerns. The funds of the 
Council consist of subscriptions from members, fees for participa¬ 
tion in fairs and exhibitions, grants-in-aid and loans from Govern¬ 
ment, donations, contributions, borrowings etc. In the initial years, 
most of the finance has come by way of grants-in-aid from the 
Government, from the Market Development Fund, but the intention 
is that Council will progressively find a greater and greater share 
from its own funds. Today their contribution works out at roughly 
l/3rd of their expenditure. 
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8.92. Even after coming into existence of thelCTFE, the Direc¬ 
torate of Exhibitions of the Ministry of Commerce continues to 
handle a number of foreign exhibitions^ especially massive world 
fairs like the ones at New York and Montreal. This may be justi¬ 
fied in the initial stages till the Council builds up the necessary 
apparatus to undertake these activities and develops the necessary 
expertise for the purpose. But we would recommend that as early 
as possible, this activity should be transferred to the Council be¬ 
cause a Government department is unsuitable for undertaking an 
activity which is essentially commercial in character. We would 
also recommend that till such time the Council and Directorate 
of Exhibitions charge the same scale of fees from the participants. 

8.93. It may be argued that there is no particular advantage in 
entrusting this duty to the Council as distinguished from the Direc¬ 
torate of Exhibitions when the bulk of the expenditure is being 
met through grants-in-aid. We feel, that this argument misses the 
central point about the essentially commercial character of this 
activity which is best left in the hands of private industry and 
commerce. There is nothing extraordinary in Government’s subsi¬ 
dising the participation in international fairs and even highly 
developed countries render financial aid to their nationals in the 
interest of promoting the exports. It is all the more important if 
we are to encourage participation by smaller industrial units who 
lack the wherewithal to take risks without the certainty of obtain¬ 
ing tangible rewards. We would, therefore, recommend that the 
present practice of grants-in-aid should continue for a few years and 
the Council should be required to raise only d matching grant from 
its other sources of income. Ultimately the objective should be to 
make the Council self-supporting charging the necessary fee for the 
services it renders to trade and industry. 

8.94. There is an Ad-hoc Exhibition Advisory Committee which 
recommends the overall programme of India’s participation in fairs 
and exhibitions. This Committee meets about 6 months prior to 
the beginning of the financial year and their recommendations are 
finalised in consultation with the Ministry of Finance. Keeping 
in mind the annual programme, a bulk allotment of foreign ex¬ 
change is also indicated for the purpose. A portion of this allot¬ 
ment is separately earmarked for the ICTFE. While the Ministry 
of Commerce and their Associate Finance look to the detailed esti¬ 
mates made for each fair or exhibition, it does not stand to reason 
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-why the Department of Economic Affairs, having made a bulk 
■allotment should be interested in the minute details of expenditure. 
It is unlikely for this Department to make any worthwhile com¬ 
ments about economy in the expenditure of foreign exchange and 
the Department of Expenditure itself could keep this factor in view 
while approving the estimates. We think that the approach to the 
Department of Economic Affairs for the release of foreign exchange 
■on every occasion is avoidable and would recommend that the 
practice be given up. 

8.95. One of the comments relating to India’s participation in 
International exhibitions which is often heard is that our participa¬ 
tion is comparatively on a small scale because with the limited 
resources at our disposal we try to participate in an unduly large 
number of international events reducing the total impact on pub¬ 
licity and advertisement. Inadequate participation instead of pro¬ 
viding a boost to Indian exports can result in adverse publicity and 
it would be much better to participate in fewer events than spread 
the resources thinly and thereby fail to achieve the very objective 
in view. In order to reduce the cost on participation in fairs (and 
this is important because almost the entire cost is in foreign ex¬ 
change) it may also be worthwhile to establish mobile exhibits 
located at suitable places in different regions of the world which 
-could move expeditiously and participate in the several trade fairs 
and exhibitions in the regions. STC maintains its offices at Prague 
and Moscow and it may be practicable to locate these mobile exhibi¬ 
tions at these centres to cover the entire Eastern Europe. 

8.96. Organising a country’s participation in an international fair 
is a highly complex job requiring detailed project-planning and 
strictly tight schedule. This will hardly be practicable if there 
are delays in according the administrative approvals and clearances. 
The project-planning involves securing of comprehensive advice 
from fair authorities, Indian Missions abroad, making organisa¬ 
tional arrangements, contacting participants, securing clearances, 
procurement of display materials, construction of pavilion, organis¬ 
ing ancillary activities like fashion shows, cultural programmes, 
.appointment of local staff, dismentalling and disposal of exhibits 
according to participants’ instructions. Complex activities like this 
can be carried out only if there is a detailed planning and smooth 
administrative procedures. It is admitted on all hands that depu¬ 
tation of staff is unavoidable not only at the time of exhibition, but 
'dong earlier for making organisational arrangements. The approval 
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lor deputation today requires an unduly long time as it involves* - 
submission of the proposals to a Committee of Secretaries. We would 
recommend that for each fair or exhibition in which the Council 
is allowed to participate, requirement of the deputation of staff, 
should be worked out in terms of mandays and cleared in the- 
beginning of the year itself leaving the discretion to the Council to 
select the time, the number of people and the period of deputation 
themselves. 

8.97. Display of Indian goods in international fairs by itself will 
achieve little benefit if manufacturers and exporters are not per¬ 
mitted to attend these fairs and cash on the favourable climate- 
created by these exhibitions. It is not sufficiently appreciated that- 
the trade is personal and businessmen, importers, exporters and' 
manufacturers have to establish personal contacts before they are- 
able to establish firm business relations. According to the present- 
practice, the Director of Exhibitions can make recommendations 
to the Reserve Bank of India regarding the participation of a parti¬ 
cular party at an international fair or exhibition and foreign ex¬ 
change is released in favour of the concerned party without ques¬ 
tion by Reserve Bank of India. Strange enough, this facility has not 
been extended to the ICTFE. We see no reason why this facility- 
should not be extended to the ICTFE and wovUd suggest that the 
Council be empowered to make recommendations to the RBI, if 
necessary, supported by a factual certificate regarding the extent of 
the party’s participation at the fair. We find a widespread feeling- 
in the business community that the RBI’s attitude was too restrictive 
in this behalf and would recommend that business visits directly- 
connected vnth international fairs should be liberally viewed. 

8.98. The Trade Fairs and Exhibitions represent only one of the- 
publicity media and the role of the Organisation for exhibitions 
should be viewed in the larger context of the entire publicity 
needed for export promotion. At present, a number of Export Pro¬ 
motion Councils have a sizeable budget for publicity. While these 
Councils have to continue to put out specialised advertisements 
concerning commodities within their purview, there is a consider¬ 
able amount of general publicity on which enormous amounts are- 
being spent which could, with advantage, be entrusted to the Indian 
Council of Trade Fairs and Exhibitions. We would recommend that 
the Export Promotion Councils should be asked to utilise the agency 
of the ICTFE for their publicity abroad. The present practice? 
whereby each Council spends a paltry amount for promoting its own. 
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commodities is ineffective and the impact could be considerably 
increased if these resources were pooled and utilised systematically 
with the assistance of the Council. 

8.99. In the advertising field, the Council could save the country 
a lot of foreign exchange if the publicity abroad was placed through 
it. It is well known that in the field of advertising, agents earn 
something like 15% to 20% as commission and there is no reason 
why this commission could not be earned by the Council who have 
to keep themselves well-acquainted with the different publicity 
media in several countries of the world. With this commission, 
the Council could engage publicity experts who could do as satis¬ 
factory a job as any other advertising agency. The Council should 
also develop techniques and have personnel to conduct market sur¬ 
veys in the countries where they participate in fairs and exhibitions. 
A lot of useful information could be gathered at these fairs not 
only about the requirements of the country where fair is held but 
about the efforts being made by other countries who participate in 
these fairs. On the sponsorship of specialised organisations like 
EPCs and Commodity Boards, the ICTFE should render this service 
at a cost much less than what is being spent on market surveys 
-otherwise. 

* 

8.100. Now that the Export Promotion Councils have been 
■divested of their regulatory functions and are concentrating entirely 
on promotional activities, it is suggested that the participation in 
trade fairs and exhibitions should be channelised through Export 
Promotion Councils and State Export Corporations. The ICTFE 
will then make bulk reservations for these organisations who, in 
■turn, should canvass participation from their members. This would 
be administratively simple and will also introduce an element of 
selectivity whereby firms having no real stake in export business 
could be eliminated. 



Chapter IX 

FINANCING INSTITUTIONS 

9.1. In the vital industrial sector, the Five Year Plans assign a 
significant role to the private sector. The Plan document, however, 
makes detailed estimates of resources only in respect of the public 
sector and assumes that the private sector will find adequate 
finances somehow. In a developing economy, finding resources for 
the private sector industries needs the assistance of specialised 
institutions. The public sector raises its resources by taxation and 
borrowing, but these very measures, by drawing upon the existing 
.pool of savings cut into the availability of resources to the private 
-sector and aggravate its problem of financing. In a country like 
India, internal resources are insufficient to meet the full require¬ 
ments of the corporate sector as can be seen from the table below:— 

(Lakhs of Rupees) 

1961-62 1962-63 1963-64 1964-65 


SOURCES OF FUNDS 


Internal Sources .... 

1,81,47 

1,71,85 

[1,93,22 

1 , 95,29 

A. 1. Paid- up capital 

(Capitalised reserves) . 

6,69 

13,41 

6,98 

2,25 

8 . Reserves and surplus . 

53 , 4 ° 

44,68 

66,92 

72,56 

2. Capital reserve 

2,65 

49 

4,24 

1,97 

3. Development rebate reserve . 

. 20,22 

28,13 

22,55 

28,91 

4. Other reserves andjsurplus . 

30,53 

16,06 

40,13 

41,68 

’C. Provisions ..... 

1,21,38 

1 , 13,76 

1 , 19,33 

61,20,50 

5. Depreciation 

94 , 5 ° 

99,86 

fx,i 7 ,i 7 

. 1,29,23 

6. Taxation .... 

19,37 

25,80 

1,73 

—14,25 

7. Other current 

. 5,86 

— 6,89 

1,59 

6,08 

8. Non-current 

1,65 

— 5 ,oi 

— 1,16 

—56 

^External Sources 

1 , 46,33 

1,76,14 

1,82,08 

2 , 17,41 

O. 9. paid-up capital 

(Fresh issues) .... 

37 ,oi 

29,17 

25,19 

1 

20,61 

IE. Borrowings .... 

67,04 

93,12 

1,03,52 

1,26,02 

10. From Banks 

52,00 

67,80 

37,06 

80*8 

■ 


(Table continued on next page} 
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1961-62 

1962-63 

1963-64 

1964-65 

IX. From statutory financial corpora¬ 
tions. ..... 

62 

3,17 

5,97 

4,61 

12. Other debentures 

2,28 

2,42 

3 ,n 

1047 

13. Other mortgages 

2,30 

4,34 

27,51 

6,12 

14. Others. 

9.84 

15,39 

29,87 

23,84 

15. Trade dues and other current liabi¬ 
lities. ..... 

4 i ,77 

53 , 8 i 

54 U 9 

69,62 

16. Miscellaneous non-current liabili¬ 
ties . 

5 i 

4 

— 82 

1,15 

17. Total. 

3,27,80 

3 , 47,99 

3 , 75,30 

4,12,70 


During the last few years the capital market has proved an inade¬ 
quate source of finding funds for private industry. Financing inter¬ 
mediaries have, therefore, an important role to play as a channel 
whereby external finance can be directed towards private industry. 

9.2. Modern industrial economy is characterised by the large- 
scale corporate form of organisation whose growth has synchronised 
with the development of financial intermediaries and expansion of 
capital facilities. This development has taken place because: 

(a) investment of funds is a highly complex business requir¬ 
ing specialised experience and seasoned judgment; 

(b) the growth of corporate enterprise leads to a divorce 
between ownership and control; 

(c) there is a greater and greater emphasis on financial’ 
security by individual savers; 

(d) there is a more even distribution of individual incomes;- 

and 

(e) the Government takes positive measures to control the 
banking agencies and sets up special institutions to fill' 
the gaps in the country’s capital structure. 

The growth of the financial intermedjaries in India as compared 
to other developed and industrialised countries is rlather poor. Thus, 
a need has been felt to set up specialised financial institutions to- 
fill this gap. As far back as 1925, the External Capital Committee- 
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stressed the need for such institutions. In the early 30s, the Central 
.and Provincial Banking Enquiry Committees reaffirmed the need. 

9.3. It is interesting to note how the problems faced by a deve¬ 
loping economy where neither the capital market nor the financial 
institutional set-up are properly and adequately organised are dif- 
.ferent from the problems faced by highly industrialised countries. 
The task force appointed by the Hoover Commission in USA to 
investigate into the operation of’the various lending agencies of 
the Government disfavoured these operations on the ground that 
the Government lending only shifts the business risk from the owner 
to the lender and weakens the nation’s economic structure by pre¬ 
venting the failure or elimination of weak links in the chain. The 
Government’s interest in the success of the borrower’s enterprise is 
remote, impersonal and statistical almost totally disassociated from 
its interest as a lender. “So it sometimes happens in Government 
lending that large projects are assigned to small businessmen. 
This requires the Government to supply much of the owner capital 
and to take much of the owner risk, but the Government does not 
participate in the profits. The inevitable result is that the Govern¬ 
ment becomes the sponsor of unconsciousable profits.” The 
Hoover Commission, in its report to the Congress in March, 1955, 
jstated that the departmental lending or guaranteeing programmes 
have a fatal attraction politically. Pressure groups, whether busi¬ 
ness, farmers or veterans, often force the abandonment of the nor¬ 
mal standards of prudence in the organisation of these agencies 
which alone can assure the repayment of credits granted. Some 
-of these operations practically become subsidies to a small fraction 
-of the people from the tax payer at large. “Where easy money is 
-obtainable from the Government, financial integrity tends to dete¬ 
riorate and windfalls and corruption frequently flourish.” In the 
present stage of our development, the need to provide the adequate 
finance to private industry through the specialised agencies is un¬ 
questioned. But the comments reproduced above do point out the 
pitfalls which have to be avoided and the standards against which 
the performance of these institutions has to be judged. 

9.4. Keeping in view the important role that these specialised 
financing institutions have v to play in the industrial development 
programme of the country, we have made an assessment of the per¬ 
formance of the IDBI, the IFC and the State Financial Corporations. 
_At our request the National Council of Applied Economic Research 
conducted a case study of the working of the I.D.B.I. and the I F.CL 
-42 H. A.—11. 
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The full report of this study can be seen at Appendix IV Part II of 
this report. 

A. THE INDUSTRIAL DEVELOPMENT BANK OF INDIA 

9.5. The Industrial Development Bank of India (IDBI) a wholly- 
owned subsidiary of the Reserve Bank of India, was set up in July- 
1964, in terms of the Industrial Development Bank of India Act,. 
1964, as part of a reorganised and integrated structure of industrial 
financing institutions in the country, geared to the need of rapid 
industrialisation. The main object was to bring into existence an 
apex development bank to coordinate and supplement the activities 
of other financial institutions providing term-finance to industry as 
well as to provide direct financial assistance to industrial units to- 
bridge the gap between the supply of and demand for medium end- 
long-term finance. Although the assistance provided by the spe¬ 
cialised industrial financing institutions set up in the country since 
independence has shown a steady increase, their contribution in 
providing term-finance to industry was considered to be inadequate 
in relation to the substantial investment outlays envisaged in the 
Third and succeeding Five Year Plans both in magnitude and range 
of financing. In view of the dimensions of the problem that rapid 
industrialisation poses, an apex institution, with substantial financial' 
resources and considerable operational flexibility, was considered 
necessary. 

9.6. The role of the IDBI has been conceived not merely as one 
of enlarging the usefulness of the existing financial institutions by- 
supplementing their resources and widening the scope of their 
assistance for financing of industrial development and expansion; 
The Bank would also, He a central agency which ultimately will be 
concerned, directly or indirectly, with all problems relating to the- 
medium and long-term financing of industry, ensluring not only the- 
flow of funds to enterprises and projects- which are in accord with> 
the Plan priorities but also, if necessary, adopting and enforcing a 
system of priorities for promoting future industrial growth. The 
IDBI is also designed to function as a developmental agency, with 
special responsibility Fo fill the gaps in the industrial structure and 
to develop certain vital and strategic sectors like fertilizers, alloy 
and spedal steels and petro-chemicals. The IDBI thus emerges, in. 
perspective, as a pivotal financial institution whic i has been assigned 
an important role in the task of planned development in industry. 
We will, therefore, recommend that the IDBI should assume the role- 



153 


of an Apex Development Bank coordinating the activities of the 
various financing institutions, both in the large and small sector. It 
should restrict its direct financing to a few very large projects 
leaving the financing of industrial projects primarily to IFC, ICICI 
and State Financial Corporations. 

9.7. For attaining these purposes, the Statute empowers the IDBI 
to carry on certain specific types of financial operations including 
direct lending of loans, subscribing to, purchasing or underwriting 
of issues of shares and bonds or debentures, guaranteeing deferred 
payments due from industrial concerns to third parties and loans 
raised by them in the capital market or from financial institutions, 
refinancing of loans given by eligible institutions, subscribing to 
their shares and bonds as well as guaranteeing their underwriting 
obligations, rediscounting of commercial bills/promissory notes, etc. 

9.8. The Bank has been empowered to finance all types of indus¬ 
trial concerns engaged in the manufacture of or processing of goods, 
mining, transport, generation and distribution of power etc., both 
in the public and private sectors, though, for the present, the Bank 
proposes to restrict itself largely to the financing of private sector 
enterprises. 

9.9. The Financial Resources of the IDBL—The paid-up capital 
of the bank is Rs. 10 crores wholly subscribed by the Reserve Bank 
of India. This was supplemented by a long-term interest-free loan 
of Rs. 10 crores extended by the Central Government at the time of 
its inception i.e, July, 1964. Since then the Bank has drawn loans 
from the Government totalling upto Rs. 59 66 crores (upto 30th of 
November, 1966). For refinancing facilities, the Bank has drawn 
Rs. 2-5 crores out of the PL-480 funds. The Refinance Corporation 
for industry which was merged with the Bank, had earlier taken 
Rs. 33-5 crores. All these loans amount to Rs. 105-66 crores, the 
rate of interest varying from 4—5£% except for the initial interest- 
free loan. The Reserve Bank of India sanctioned Rs. 4 6 crores out 
of the National Industrial Credit (Long-term operations fund) for 
the purchase of bonds and shares of financial institutions and for 
other business of the Bank. The Industrial Development Bank of 
India had utilised Rs. 3-8 crores out of this fund up to the end of 
June, 1966. The Bank is authorised to raise resources by selling 
bonds and inviting deposits from the public, but so far it has not 
tapped these avenues for supplementing its resources. 
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9.10. Operations of the I.D.B.I. —During the 2 years of its opera¬ 
tions, from July, 1964 to June, 1966, the Industrial Development 
Bank of India gave net sanctions of Rs. 115-6 crores, the break-up 
of which is as follows:— 

(Rs. in Crores) 


Direct Loans to industrial units . » . . . . . St *7 

Refinance. 43'7 

Underwriting of shares and debentures . . . . . . 14 "t 

Subscription to shares and bonds of State Financial Corporations . 3-8 

Rediscounting of Bills . . . . . . . . 2-3 


In addition, the Bank gave guarantees for loans and deferred pay¬ 
ments amounting to Rs. 22-9 crores. 

9.11. The Industrial Development Bank of India has already em¬ 
erged as the largest amongst the several financing institutions; its 
assistance sanctioned during the year 1965-66 (April—March) having 
amounted to Rs. 69:3 crores as compared with Rs. 43 ■ 5 crores by 
the IFC, Rs. 42-7 crores by the ICICI and Rs. 25-8 crores by all the 
State Financial Corporations combined. 

9.12. A special mention may be made of the indirect assistance 
of the Bank by refinancing of industrial loans. 3b6 applicants have 
benefitted from this type of assistance during the first 2 years. Of 
the institutions eligible for this facility, the commercial banks have 
had the largest share, 83-2% during 1964-65 and 69-7% during 
1965-66 (July—June). The State Financial Corporations have start¬ 
ed availing of this facility to a greater extent, their share having 
increased from 5.4% in 1964-65 to 30.3% during 1965-66. The IFC 
and ICICI have not yet availed themselves of the refinancing facili¬ 
ty. 


9.13. Most of the financing has been sanctioned to applicants for 
amounts below Rs. 25 lakhs each (76% during the year, 1965-66). 
In extending this assistance, special copsideration is given to techni¬ 
cian entrepreneurs. The other considerations are that the project 
should be in a priority industry and the enterprise concerned must 
utilise its internal resources as far as possible. Preference is also 
given to projects which are at an advanced stage and come only 
for residuary financing. The commercial banks do not always base 
their industrial loans on these factors and this; accounts for the 
rejection of 26 cases during last 2 years by the ijDBI. Whether for 
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refinancing facility or for direct loans, the IDBI purports to function 
within the general framework of Government’s policies and pro¬ 
grammes of industrialisation under the Five Year Plans. With this 
objective, the IDBI seeks to direct the flow of funds to enterprises 
and projects which are in accordance with the plan priorities. This 
is imperative because the funds available are limited and have to be 
directed to priority sectors. We are however, unable to see how the 
Government ensures that the priorities followed by the IDBI from 
time to time are in conformity with the Government’s own priorities. 
While the IDBI claims to follow a pragmatic and flexible approach 
having regard to the varying needs of the different industries and 
different regions, there has been no directive from the Government 
indicating to the IDBI to follow any plan of priorities. We quite 
appreciate the value of pragmatism and flexibility but would still 
recommend that the Government should give a specific written 
directive to the IDBI enumerating the priority industries which 
should receive the utmost attention from this premier financing 
institution. There need be no apprehension that this may lead to- 
the Bank’s policy and operations being twisted to carry out the tem¬ 
porary orders of the Government of the time. Industrial priorities 
do not change from day-to-day and it is imperative that the policy of 
the Bank should be closely aligned with the industrial strategy of 
the Government. 

9.14. We understand that recently, the Planning Commission 
made an exercise regarding the funds required by the financing ins¬ 
titutions to assist the private lector industry in order to fulfil the 
Fourth Five Year Plan targets. A list of 19 industries was prepared 
which will get a preferential treatment to enable them to reach their 
targets. Even in this broad framework, priority was again to be 
determined from time to time and the list was merely indicative in 
relation to the Fourth Plan as a whole. We would recommend that 
the progress made by the different industries should be assessed from 
time to time and the Government should direct the financing insti¬ 
tutions to channelise their funds to those industries which are not 
keeping pace with the progress anticipated in the Plan. We have 
recommended elsewhere that the present system of industrial licens¬ 
ing is not adequate to enable the country to reach the industrial 
targets and that positive efforts will be required to channelise in¬ 
vestment in priority industries. The assistance which these institu¬ 
tions provide can be an important instrument in the hands of the 
Government as no major project of any size can really be carried 
through without the assistance of the financing institution like the 
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IDBI and the IFC. The following figures quoted in the IFC’s 17th 
Annual Report for the period ending 30th June 1965 show that 
roughly l/3rd of the total project cost was financed by the IFC for 
those projects which received assistance from this institution. 

(Crores of Rupees) 


Total Net financial assistance sanctioned Per- 


Nature of the scheme 

cost of - 
the 

scheme 

Loans 

Guar¬ 
antees 
for de¬ 
ferred 
pay¬ 
ments 
on 

mach¬ 
inery 
and for 
foreign 
loans 

Under¬ 

writing 

and 

direct 

sub¬ 

scrip¬ 

tion 

Total 

cent- 
age 
(6) to 
ral 

i 

2 

3 

4 

5 

6 

7 

New undertakings . , . 

516 -22 

115-55 

23-45 

15*16 

154*16 

Existing undertakings for :— 

(i) Diversification into new lines 
of production 

13-04 

4-42 

i-ii 

O-IO 

5-63 

43 

(ii) Expansion of existing 
lines of production 

164-95 

47-90 

9-xo 

2-84 

59*84 

36 

(iii) Modernisation and reha¬ 
bilitation. 

9 - 7 <S 

4-57 

0-53 

•• 

5-IO 

52 

Total. 

703-97 

172-44 

34-19 

18-10 

224*73 

32 

Loans sanctioned for other pur¬ 
poses . 


2-23 

• • 

•• 

2-23 

•• 

.Grand total ... 

703-97 

W67 

34-19 

18-ro 

226-96 

32 


We, therefore, recommend that direction of institutional finance 
he utilized by the Government as an effective tool of the strategy 
of industrial development in replacement of the present unsatisfac¬ 
tory industrial licensing procedure. 


9.15. Regional Dispersal. —Out of the total direct assistance 
amounting to Rs. 30 crores sanctioned by IDBI upto 30th December, 
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1966, as much as 62'2% has gone to industrial projects in Maharash¬ 
tra and Gujarat. The share of the other States was as follows : 


Andhra Pradesh.16-5% 

West Bengal.8-8% 

Madras.8-5% 

Goa.1-4% 

Orissa. i-i% 

Bihar.0-5% 

U P., Punjab, Mysore and Madhya Pradesh . . between o-1% & 0-2% 

Rajasthan.0-06% 

Kerala.0-04% 


We do not attach much importance to this disparity between the 
shares obtained by various States in the assistance provided by the 
IDBI for the simple reason that the IDBI in its policy of direct loans, 
can concentrate only on very large-sized projects and the location 
of these projects cannot be determined by the policies of the financ¬ 
ing institution. Moreover, the Bank has to make its choice from the 
applications received and most of the applications come from areas 
comparatively more developed. The Bank’s special responsibility 
to develop such vital industries as fertilizers and petro-chemicals also 
tends to concentrate its assistance to a few States. Our case study 
has disclosed that the IDBI gives an equal treatment to all areas 
developed or under-developed in giving its financial sanctions. 


9.16. Requirements of Medium Scale Industries.—Viewed from 
the objective of widening the base of entrepreneurship, there are 
some inherent limitations on the Bank’s role in achieving this objec¬ 
tive. The Bank has to limit its direct financial assistance to com¬ 
paratively bigger projects. In view of the very nature of its func¬ 
tions i.e., to supplement the role of other institutions and to help 
some strategic industries, which for technological reasons are operat¬ 
ed on a large scale, the Bank can claim only a limited role in seek¬ 
ing to achieve broad-based entrepreneurship. We are well aware of 
the importance of medium and small sector industry. We still 
recommend that the direct assistance of the IDBI should he limited 
to a very-few large and capital intensive projects. We contemplate 
a role for this institution which will enable the Bank to guide the 
•operations of other financing institutions. Its refinance activities 
would ensure that the middle-sized projects are adequately cared for 
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by other institutions like the IFC and the State Financial Corporat¬ 
ions. 

9.17. Promotional Activities.—We feel that the objectives of the 
regional balance and broad-based entrepreneurship can be achieved 
only if the IDBI starts its promotional activities. According to the 
Industrial Development Bank of India Act, 1964, the Bank is required 
to undertake the following promotional activities: — 

(a) Planning and developing industries to fill up the gaps in 
the industrial structure of the country; 

(b) Providing technical and administrative assistance to in¬ 
dustrial concerns or any persons; and 

(c) Undertaking research and surveys on marketing and in¬ 
vestments and techno-economic studies for industrial de¬ 
velopment. 

The bank, being a new institution has made no significant pro¬ 
gress in these directions. It is precisely these activities which will 
achieve the national objectives of regional dispersal and broad-based 
entrepreneurship in the industrial sector. 

9.18. Techno-Economic Appraisal.~For the technical appraisal of 
applications, Ad hoc Advisory Committees are appointed by the IDBI 
from a Panel of Technical Advisers. The Bank has only a small 
number of regular technical personnel at present and consequent!} 
for technical appraisal of complicated and large projects, it has main 
ly to rely on the advice of the Ad hoc Committee. The Bank pre¬ 
fers this system of appraisal to that of the Standing Advisory Com¬ 
mittees for different industries as adopted by the IFC. In some cases 
involving small commitments, the risk appraisal by other institu¬ 
tions for the assistance rendered by them is considered adequate. 
The economic and financial appraisal is conducted by the internal 
staff in great detail, particularly, the cash-flow analysis and profita¬ 
bility estimates of the project, and its future prospects. The Bank, 
takes the following factors into consideration before deciding to 
assist a project. The priority of the project, technical feasibility, 
marketing and profitability prospects, ability to earn foreign ex¬ 
change through exports, the ability of the project to service the loan 
applied for, the cost of financing the project, promoter’s contribution, 
debt-equity ratio, managerial competence, position regarding licences 
and other Government consents. 



159 


9.19. Time Factor.—Our case study discloses that the time taken 
for processing the applications for direct assistance in the form of 
loans and underwriting was not excessive. The 67 applications sanc¬ 
tioned by the IDBI upto September 30, 1966, disclose the following 
picture:— 


Time-tag between date of application and date of sanction Number 

of 

applications 


I month or less. 3 

1— 2 months . '.... 7 

2— 3 months . ii 

3— 6 months. 22 

6—9 months . . „. 16 

9—12 months. 7 

Over a year . ... "iv. . t 


About 2/3rd of the cases were disposed of within 6 months. The 
time taken for disposal could have still been cut down substantially 
if the applicants had furnished all the necessary information at the 
Very first instance. 

9.20. Though 3 applications were formally rejected, in another 23- 
cases, the request for assistance could not be met by the Bank. The 
reasons advanced for rejecting these requests are indicated below : — 


The reasons for rejection No. of Type and the total 

cases amount of assis¬ 

tance applied for. 


1. Technical and/or financial feasibility 
in doubt. The applicants advised to 
improve upon their projects. 

2. Withdrawn or not pursued by the appli¬ 
cants. 

3. Conditions imposed by the IDBI while 
sanctioning assistance were not complied 
with by the applicants and the assistance 
was, therefore, withdrawn. 

4. Applicant advised to approach other 
institutions which had earlier assisted 
the project. 


5 Underwriting—Rs. 116 lakhs. 


15 Underwriting—Rs. 176 lakhs. 
Loan Rs. 84 lakhs. 

2 Underwriting—Rs. 40 lakhs. 
Loan Rs. 133 lakhs. 


1 Loan Rs. 85 lakhs. 
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9.21. In providing direct assistance to industrial concerns, the 
IDBI attempts to secure the collaboration of other institutions. The 
Bank also maintains close working relationship with other institu¬ 
tions in the appraisal and consideration of applications. Since the 
direct assistance to projects by the IDBI, either singly or jointly w it 
other financial institutions, will necessarily be limited to a very few 
large projects, the above-mentioned “consortium” approach is of 
limited benefit to a vast majority of industrial projects seeking in¬ 
stitutional finance. As a development bank and the apex financing 
institution, the IDBI is expected to assume a leadership in directing 
worthwhile projects to the appropriate financing institutions. For 
this purpose, we would' recommend that the IDBI, in consultation 
vnth other institutions, should specify the role of the various 
institutions either by the size of the project or the type of assistance 
■needed or its foreign exchange requirements, its regional location 
■etc. in order to obviate the present difficulties which medium size 
projects are encountering in approaching a number of financing 
institutions at the same time and undergoing repeated technical and 
financing appraisals. 

9 22 Unnecessary emphasis on a plurality of institutions assisting 
the same project is also likely to dilute the standards of scrutiny and 
projects of less than the requisite standards may come to be assisted 
just because the risk is distributed. We came across a few cases 
where the IDBI directed the applicants to try a number of other 
financing institutions and in the end filled up the small residuary 
gap after the other institutions had indicated the extent to which 
they were ready to help. These happen to be cases of not a very 
large size and the tendency to spread out risk among a number of 
institutions seems to be on the increase. 


9 23 Coordinating the activities of other financing institutions is 
one of the legitimate functions of the IDBI. Our suggestion that the 
IDBI should earmark specific areas and fields of industries for t e 
various financing institutions is quite consistent with the indepen¬ 
dence enjoyed by the LIC and the ICICI. An informal sort of con¬ 
sortium has already come into existence and we feel that our recom¬ 
mendation is capable of implementation without arming the lDBI 
with any formal power of regulating the policies of the LIC and the 


ICICI. 

9.24. The IDBI was created as a wholly-owned subsidiary of the 
Reserve Bank of India and the direction and management of its 
affairs are vested in a Board of Directors which is the same as the 
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Central Board of Directors of the Reserve Bank of India. Doubts 
have been expressed whether this status of the 1DBI as a subsidiary 
of the Reserve Bank is consistent with the developmental character 
of this institution. It has also been implied that a development bank 
should be free from the essential conservative nature of the Reserve 
Bank of India. While recognising the force of this argument, we 
feel that the present status of the IDBI has some merits. One com¬ 
mon handicap facing the other financing institutions is the lack of 
resources' and the fact that the IDBI is a wholly-owned subsidiary 
of the Reserve Bank at least ensures adequate finances flowing to¬ 
wards this apex institution. This is a young institution and there 
is no evidence to indicate any conservatism in its approach. Another 
reason for having the IDBI as the subsidiary of the Reserve Bank 
of India for the time being is the facility with which this institu¬ 
tion can find technically qualified personnel from the Reserve Bank. 
In the long run, however, we envisage that specialised institutions 
like the IDBI, Agricultural Refinance Corporation, Unit Trust of 
India and the Deposit Insurance Corporation, will build up their own 
managerial and technical competence and at that point of time it will 
be worthwhile to separate them from the Reserve Bank of India 
altogether. They will then be in a position to enjoy maximum pro¬ 
fessional autonomy far removed from the inhibitory influences of 
the official agencies. 

9.25. Multiplicity of Institutions.—There is a certain amount of 
multiplicity of financing institutions inasmuch as State Industrial 
Development Corporations and State Small Scale Industries Corpora¬ 
tions also render financial assistance along with the specialised in¬ 
stitutions like the State Financial Corporations. The role of these 
agencies ought to be assessed and demarcated so as to avoid unneces¬ 
sary duplication. The National Industrial Development Corpora¬ 
tion was set up for the promotion and development of the industries 
for securing a balanced and integrated growth of the industrial 
structure, both in the public and the private sectors. It is not a 
financial institution in the strict sense of the term because it directly 
formulates and implements projects of importance in addition to 
financing modernization etc., in existing industrial units. Its impact 
ought to be qualitative in changing the industrial structure of the 
country because it is primarily a development corporation. We, 
however, feel that the NIDC need not have undertaken the function 
of providing finance for rehabilitation and modernisation of selected 
industries, namely, cotton, jute, textiles and machine-tools. Since its 
working funds come from Government as grants and leans, this job 



162 


could, have well been left to the institution like Industrial Finance 
Corporation and funds specially earmarked for the specific industries 
which Government intended to help. We therefore recommend that 
such multiplicity of financing institutions should be avoided and 
special needs of particular industries should be met by earmarking 
of funds available with institutions like I.F.C■ and the I.D.B.I. 

9.26. Similarly, the State Industrial Development Corporations 
are meant to assist in the promotion, establishment and exefcution of 
medium and large-sized industrial undertakings and projects. Through 
these institutions, the State Governments directly participate in the 
share capital of new ventures. They also underwrite the issue of 
shares by medium-sized ventures. We feel that the role of these 
institutions should be promotional and recommend that financing 
should be left to the State Financial Corporations. 

B. INDUSTRIAL FINANCE CORPORATION 

9.27. The IFC is a joint enterprise of the public and private sec¬ 
tors. Fifty per cent of its paid-up capital of Rs. 8 34 crores is, at 
present, held by the Industrial Development Bank of India (IDBI) 
(the shares previously held by the Central Government and the 
Reserve Bank of India having been transferred to it) and the 
balance of fifty per cent by institutional investors in the country 
such as commercial banks, co-operative banks, Life Insurance Cor¬ 
poration of India, insurance concerns and investment trusts etc. The 
composite nature of the Corporation is also reflected in the composi¬ 
tion of its Board of Directors, six of whom are nominated by the 
Industrial Development Bank of India and the Government of India 
and six are elected by various categories of institutional investors 
who own shares in the capital of the Corporation. The Chairman 
is appointed by the Central Government in consultation with the 
Industrial Development Bank of India. 

9.28. Objectives. —According to the preamble of the Industrial 
Finance Corporation Act, 1948, the objective of the IFC is to make 
medium and long-term credits more readily available to industrial 
concerns in India, particularly in circumstances where normal bank¬ 
ing accommodation is inappropriate or recourse to capital issue 
method is impracticable. The scope of its activities is limited to 
non-Govemment public limited companies and cooperative societies 
engaged in any of the following activities: 

1. manufacture or processing of goods, 

2. mining, 
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3. generation or distribution of power, 

4. hotel industry, and 

5. shipping. 

9.29. Scope of Operations.—The Industrial Finance Corporation 
was originally authorised, 

(i) to grant loans and advances to industrial concerns; 

(ii) to guarantee loans raised by industrial concerns; 

(iii) to underwrite the issues of stocks, shares, bonds and de¬ 
bentures of industrial concerns, and 

(iv) to subscribe to debentures of industrial concerns repayable 
within a period not exceeding 25 years. 

9.30. By later amendments, the Industrial Finance Corporation 
was also empowered to guarantee : — 

(a) loans raised from scheduled banks or State Cooperative 
Banks, 

(b) deferred payments in connection with purchase of capital 
goods both within and outside India, and 

(c) loans raised in foreign currency from foreign financial in¬ 
stitutions. 

The Industrial Finance Corporation is also authorised to subscribe 
directly, to stocks and shares of industrial concerns and also to 
convert, at its option, the loans granted or debentures subscribed to 
by it into stocks and shares of the concerns. In addition, it can also 
act as agent of the Central Government and/or with its approval, 
for the IBRD, in respect of loans sanctioned by them to industrial 
concerns. 

9.31. Directives from Government. —Some directives have been 
issued by the Government to the IFC seeking, to guide its operations. 
These directives relate to questions of policy and with the establish¬ 
ment of the IDBI, the powers to issue the instructions have been 
conferred on the Development Bank. Some of the important direc¬ 
tives issued so far are mentioned below: 

fa) The Ministry of Finance, Government of India directed 
the IFC that, as far as practicable, the Corporation should^ 
assist the industrial development of backward States and 
areas in order to help them to attain a more balanced 
economic development; 
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(b) To prevent misuse of funds, the Directors of the Corpora-- 
tion were invariably required to disclose their interest in 
the concerns which apply for assistance; 

(c) The annual reports of the Corporation were required to be 
informative and contain general reviews of the develop¬ 
ment of industries, particularly in the nelds in which the 
Corporation has advanced loans; 

(d) A minimum security margin of 50% should be generally 
aimed at while sanctioning loans. This can be further 
reduced to 40% when the foreign exchange component is 
not less than 60% of the total capital cost of the project 
and the impdrt is covered by necessary import licences. 

9.32. Operation of the I.F.C.—The following table indicates the" 
IFC’s operations upto 31st March, 1966. 


(Rs. in million) 


Net financial assistance sanctioned 



Amount disbursed 


Period 

Loans 

Guar¬ 
antees 
for de¬ 
ferred 
pay¬ 
ments 
and for 
foreign 
loans 

Under¬ 

writings 

Total 

Loans 

Guar¬ 
antees 
for de¬ 
ferred 
pay¬ 
ments 
and for 
foreign 
loans 

Under¬ 

writings 

Total 








I 

2 

3 

4 

5 

6 

7 

8 

9 

prior to the ist 
Plan—1948-JI 

81*3 



81*3 

57-9 

• • 

• • 

57 * 9 - 

First Plan period 
—1952-1956 

270*2 

. . 

• • 

270*2 

109-4 

• • 

• * 

109.0 

Second Plan 
period—1957- 
1961 

503*7 

145-4 

35-6 

684-7 

406*2 

ZOO.t 

13.* 

519.0 

Third Plan 

period—1962- 
June 1965 . 

873*3 

179-7 

143-5 

1196-5 

595-3 

186*2 

95*5 

877*0 

July 1965 t° 
March—1966 

, 242*1 

14-1 

44-6 

300*8 

160*2 

5 *t 

27 -J 

192*0 

Total 

1970*6 

339*2 

223-7 

2533-5 

1329-0 

291*4 

136*1 

1756*0 
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9.33. Foreign Exchange Loans.—The IFC also provides loans ini 
certain foreign currencies to industrial enterprises in India. For 
this purpose, it has been able to secure lines of credits from USA, 
West Germany and France. 

9.34. The procedures and formalities in the case of applications for 
foreign currency loans are simpler to some extent. Information re¬ 
quired by the IFC for the purpose is less elaborate than in the case 
of rupee loans. Moreover, IFC may waive some of its normal terms- 
and conditions, provided the amount of foreign exchange loan is- 
small in relation to the assets and operations of the company. The 
normal conditions which are waived in such cases are personal 
guarantee from the promoter, the right of IFC to nominate its re¬ 
presentatives on the Board of Directors of the Company and restric¬ 
tions on disposal or pledge of the shares by the promoters, restric¬ 
tions on dividend etc. To facilitate quick utilisation of the foreign 
exchange facilities, IFC accepts guarantee from commercial banks in 
lieu of mortgage of assets of the borrowing company. 

9.35. Techno-economic Appraisal.—The IFC investigates a project: 
from its technical, financial, economic, commercial and managerial 
aspects. To determine the technical feasibility of a project the Cor¬ 
poration considers the scale of proposed operations for efficient 
working, Choice of location, specifications of plant and equipment 
proposed to be used, plan lay-out, availability of raw materials, facili¬ 
ties for the supply of water, power and fuel, transportation facilities,, 
arrangement for the supply of knowhow, technical personnel and 
labour, construction schedule and cost estimates. The financial as¬ 
pects look after the considerations like the amount of resources need¬ 
ed and the sources from which they are proposed to be obtained and 
the cash-flow analysis and profitability estimates. These estimates- 
are projected over a number of years to examine the capacity of the 
company to meet the repayment obligations. It is alao examined' 
whether the project-cost proposed to be internally financed will be- 
feasible. The other factors taken into account are the arrangements- 
for purchase of machinery and raw materials, prices to be paid for 
them, arrangements for marketing and the calibre of the management. 

9.36. Under-Writing.—The IFC’s experience of underwriting; 
has, on the whole been unhappy. Out of 106 issues that were under¬ 
written and in respect of which operations were over till 30th June,. 
1966, only 7 were fully or Over-subscribed. Ou£ of a total of Rs. 17.46 
crores underwitten Rs. 14.45 crores i.e., as much as 83% devolved’- 
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on the Corporation. The present state of the capital-market has 
thus hit the IFC rather hard and locked up a sizeable portion of its 
resources. This has made the Corporation very cautious in under¬ 
writing commitments and it now pursues the policy of sanctioning 
underwritings only in conjunction with loans so as to ensure at least 
a partial annual return from the assistance given to a concern. 

9.37. In the matter of direct subscription, the IFC has invested 
only in one debenture issue of Rs. 1.82 crores floated by a company 
with substantial Government stake. The IFC has not guaranteed 
any rupee loans for a company raised from a scheduled bank or a 
State Cooperative Bank or floated from the public market. 

9.38. State-wise Distribution. —The State-wise distribution of 
financial assistance sanctioned by the IFC upto 30th June, 1966, is as 
follows: — 


State Percentage 

of Total 


Maharashtra . 

# 




, 

- 

, 

• 

• 

. 

18 

Madras . 





• 

- 

. 

• 



16 

West Bengal . 





• 

V 

- 




12 

Andhra Pradesh 







. 




8 

Uttar Pradesh 











7 

Gujarat 











6 

Bihar 











6 

Punjab . 











6 

Mysore . 





• 






5 

Rajasthan 











4 

Kerala 





• 






4 

Madhya Pradesh 











4 

Assam 






- 

• 




2 

Orissa 





• 


■ 

• 



2 

Union territories 




• 

• 

• 

• 

• 

• 

• 

I 


As with the IDBI, on^can see the same preponderance of the 3 States 
of Maharashtra, West Bengal and Madras in the total assistance' 
.sanctioned by the IFC. 
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9.39. Industrywise Distribution.—The industry-wise distribution 
■discloses the following picture:— 


Sugar.17% 

(mostly through co¬ 
operatives) 

-Chemicals & fertilizers.14% 

Textiles.11% 

Hon-ferrous metals .... 10% 

.Metal products .9% 


9.40. The following figures show the progress of repayments and 
■defaults both in case of interest and principal:— 


(Rs. in lakhs) 


SLJpto year ending 

30th June 


Principal 


Interest 


Total 

amount 

due 

Default 

% Amount 
due 

Default 

% 

1961 

• • 

. 966 

22 -86 

2-34 

1170 

2-96 

025 

*962 

• 

. 1263 

15-66 

124 

1448 

2*63 

0-18 

*963 

• 

. 1625 

1424 

0-87 

1782 

4-58 

026 

3964 

• 

. 2074 

18-24 

0-88 

2123 

14-10 

o-66 

396s 


2578 

22'22 

0-86 

2625 

36-86 

1-40 


The Corporation has explained that the increase in the quantum of 
•default is mostly accounted for by the difficulties faced by some 
■concerns owing to the overrun in the project cost mainly as a 
■result of delays in the implementation of the project, increase in 
import duties, increase in the cost of building materials etc. and 
is also due to the depressed conditions in some industries and 
under-utilisation of capacity in others. 

9.41. There is a marked time-lag between the sanction and the 
■disbursement of loans granted by the IFC. The 41 cases in which 
42 H. A.— 12 . 
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rupee loans granted by IFC were first disbursed in year 1965-6$ 
disclose the following picture: 


Time-lag 





No. of case; 

I month—6 months 


• 

♦ 

. 

II 

6 months—I year 


• 

. 

- 

. II 

x year—rj years 


• 

. 

• 

4 

xj year—2 years 


• 

• 

• 

5’ 

2 years —3 years 


• 


. 

5 

Over 3 years 


• 


• 

5 

Total 

• I® 

O 

. 

■ 

41 


There are several reasons for this time-lag. Firstly, the disburse¬ 
ment schedule is planned taking note of the project’s construction- 
schedule at the time of the drawing up of the loan agreement. The 
IFC loan is always for specific items of construction, such as build¬ 
ing, plant and equipment. Quite often there are delays in project 
construction. Most of the construction schedules originally inti¬ 
mated by the companies could not be observed for lack of construc¬ 
tion materials. This problem has been particularly acute during 
the last 2-3 years. Secondly, in all cases the loan from the IFC’ 
is only one of the many sources from which projects are financed. 
Very often there are delays in the raising of funds by the companies 
from the other sources. This naturally delays the actual call-up 
by the company for the IFC loan. This situation has become- 
increasingly serious due to the present state of capital market as a 
result of which companies are finding it extremely difficult to get 
their capital issues under-written. Thirdly, the disbursement is- 
subject to a number of conditions by the IFC, e.g., revalidation of 
the expired industrial licence, modification of a selling agency’s 
agreement etc. Many of these conditions are in the nature of safe¬ 
guards to ensure that the company will be able to meet its liabili¬ 
ties in respect of the assistance disbursed. Fourthly, disbursement 
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can start only after completing the legal formalities like the exe¬ 
cution of the loan agreement, mortgage and the personal security. 

A considerable time is taken in satisfying these conditions. 

C. STATE FINANCIAL CORPORATIONS 

9.42. Their Development Role. —State Financial Corporations 
constitute a unique set of institutions established in the various 
States of India under a Central Legislation, the State Financial 
Corporations Act, 1951. Their main purpose is to foster industriali¬ 
sation especially in the sector of medium and small size industrial 
units. Along with the institutions like the IDBI, IFC, ICICI and 
the LIC, these institutions constitute an important limb of the insti¬ 
tutional structure to finance economic development, a crucial deter¬ 
minant of which is the pace of industrialisation. With the persis¬ 
tent malaise in the Indian capital-market they will have to play a 
vital role in finding the requisite finance for small and medium 
industrial projects. Since they are primarily concerned with stimu¬ 
lating the private sector economy and to act as catalyst for invest¬ 
ment in this sector, to provide capital, enterprise and management 
and not merely as an administrative device to divert Government 
funds to industry these institutions partake of the nature of the 
development banks. Prior to the development of these institutions, 
various State Governments were giving loans to private industries 
under the different States’ Aid to Industries Acts. To a small extent 
they still continue to do so. But this arrangement was far from 
adequate. The functioning of these Corporations is largely influenc¬ 
ed by the State Governments by virtue of the provisions of the 
statute which governs these institutions. The funds of the State 
Governments and the Reserve Bank of India are their main source 
of finance and the State Governments have guaranteed minimum 
dividends on the share-capital of these Corporations’ shares or 
borrowing by them, either as deposits or as bonds or debentures. 
State Governments have a say in their management through the 
nomination of the Directors, by issue of instructions in the light of 
RBI’s Inspection Reports and by policy directions. They have assum¬ 
ed a special responsibility to devote increasing attention to financ¬ 
ing small units irrespective of the economics of lending such small 
amounts. 

9.43. Policy Directives.—From the replies received from various 
State Financial Corporations we notice that the State Govern- 
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ments have not generally given any policy directives to these insti¬ 
tution nor have they indicated to them the relative priority of 
industries which the Government would like to encourage. They 
have, of course, the guidance of the IDBI which has issued instruc¬ 
tions that the following industries ought to be given a priority 
treatment:— 

(i) Defence-oriented industries. 

(ii) Industries which are substantial savers of foreign ex¬ 
change and especially those which are export-oriented. 

(iii) Industries producing essential consumer goods which 
have the sure base in domestic raw materials. 

(iv) Industries which provide a basis for agricultural develop¬ 
ment and further industrialisation. 

(v) Residual financial needs of projects which are in an ad¬ 
vanced stage. 

9.44. These, of course, are general instructions and we would 
have expected that the State Governments would assess the poten¬ 
tial of various industries in different regions of the State and issue 
specific instructions in order to exploit this potential systematical¬ 
ly. So far the State Governments have largely depended on the 
contrivance of having their nominees on the Boards of these Cor¬ 
porations to transmit the Government’s thinking to the financing 
institutions. This is not a perfect arrangement and the needs of a 
systematic exploitation of local industrial potential necessitates a 
clear enunciation of priorities where the limited funds of these 
Corporations should be diverted. We recommend that the State 
Governments conduct techno-economic surveys of the various regions 
omd determine their special industrial potential. In the light of these 
surveys, they should give specific written instructions to their Finan¬ 
cial Corporations to exploit these local resources fully. In the present 
vague situation, there is a danger of particular entrepreneurs getting 
preferential treatment instead of particular industries or particular 
regions. 

9.45. Most of the assistance provided by the State Financial 
Corporations upto March, 1966, consisted of loans and advances 
and their impact by way of subscription to debentures, issue of 
guarantees and underwriting of shares is almost negligible as the 
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following table shows: 

(Rs. in lakhs) 
Guarantees of 

Sate Loans & A ■Frances Subscription - -- , .. 

Financial -to Debentures Loans Deferred 

Corporation Sane- Disbu- payments 

tioned rsed . . — 

Sanction- Disbu- Sanction- Disbur- Sanction- Disbur- 
ed rsed ed sed ed sed 


(I) 

(2) (B) 

( 4 ) 

( 5 ) 

(6) 

( 7 ) 

(8) ( 9 ) 

Andhra 

Pradesh 

983-00 564OO 

27 00 

27-00 



• • SI 

Assam 

641-19 513-77 

• • 


. • 

- . 

.. 

Bihar 

39395 362-53 

• . 

. - 

• • 


• • •* 

Kerala 

438-60 333 09 

• . 

. . 

. * 


• * • • 

Madhya 

Pradesh 

$ 90"65 436-65 

.. 

.. 



• • •* 

Madras 

2012-48 1634-29 

.* 

* • 

438-56 

434 26 

899-23 459-00 

Mahara¬ 

shtra 

1995-34 X 30538 

3-75 

3-75 

, , 


• • • • 

Mysore 

431-16 324-14 30 00 

10 00 


* . 

IS • • 

Orissa 

285-00 212-96 

. . 

. . 

. • 

• • 


Punjab 

1480-97 878-74 



• • 

• • 


Rajasthan 

537-71 335-66 

. ♦ 

SgJggj 

• • 

* • 

• • • • 

Uttar 

Pradesh 

541-00 396-00 

, , 


, . 

, , 


West Bengal 

1204-00 744-00 

•• 


* * 

•• 

• • a • 

(Rs. in lakhs) 

State 

Underwritings 


Other 

Total 


Equity Shares 

Pref. 

Shares 

Deben¬ 

ture* 

once 



SD S P S D S D S D 


(10) 

(it) 

(I*) 

(I 3 ) 

(14) 

(15) (16) (17) (18) (19) 

(kb) 

Andhra 

Pradesh 

2-oo 

o-ia 

3-00 

0-35 


591 -bo 

Ass<u$ 

* a 

.. 

► . 

• • 

. 64119 

5 I 3-77 

gftar 

Reifila 

Madhya 

Pradesh 

0-98 

0-49 

0-48 

O-24 

. 39395 

362-51 
333 .** 

J-.00 

3-00 

7-50 

4-98 

. 603-15 

446-63 

Madras 

768-77 

559-76 

299-58 

167-29 


Maharashtra 

300* 

3-00* 



.2002*00 





Mysore 


. . 

. . 

• * 

. 461-16 

334-14 

Orissa 

. . 

. . 

26-50 17-46 

. 211-50 

230-42 

Punjab 

* - 

. • 

• • 

• - 


878-74 

Rajasthan 

ro-oo 

9-47 

•• 

•• 


345-13 

Uttar 

Pfadesh 

.. 




. 541-00 

396 -oo 

West Bengal 

27-00 

13-26 

27-00 

14-90 

10.00 10-03 .. 1268-00 

782-16 


S : Sanctioned 
D : Disbursed 

•Break-up between equity and preference shares not available. 
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We realise that debentures are not usually issued by smallish 
concerns which constitute the State Corporations’ main clientele. 

e would recommend that, to the extent practicable, the SFCs 
should develop these lines of business as quickly as possible. 
As we have recommended above in para 9.26, the State Industrial 
•Development Corporations should restrict themselves to promo¬ 
tional activities and all types of financial assistance should now be 
channelized through the SFCs only. Multiplicity of financing insti¬ 
tutions with varying standards is inconsistent with a pre-determin- 
ed pattern of industrial development. 

'9.46. The National Small Industries Corporation, which was 
'established specifically to assist the growth of small scale industries 
through promotion, marketing and other activities also provides 
financial help by way of procurement and distribution of 
imacnines, both indigenous and foreign, to small enterprises on hire 
purchase terms. Its counterpart at the State level are the State 
Small Industries Corporations. These institutions are mainly con¬ 
cerned with the management of industrial estates and for providing 
the necessary facilities like the opening of raw material depots, 
marketing service and hire purchase of indigenous machinery. The 
State Government rules framed for these institutions include lend¬ 
ing as one of their functions. Supply of machinery on hire purchase 
arrangements is a specialised job and for small scale ventures it 
assumes considerable importance. We would, therefore, recommend 
that apart from the financial help by way of providing machinery 
on hire-purchase system and organizing the supply of imported and 
indigenous raw materials, these Corporations should not undertake 
any financing functions which could well be left to the State Fin¬ 
ancial Corporations. It has been argued that these financing insti¬ 
tutions, being conservative by nature, fail to achieve one of their 
main objectives, namely, to encourage the small scale units. The 
breakdown of their outstanding loans as on 31st March, 1962 shows 
the following picture: — 


Classification 
according to size 





Amount 
(Rs. Lakhs) 

Percentage 

1. 'Large size 




. 

488-21 

26-2 

2. Medium seile 

• 

• 

• 

• 

853-25 

45 '8 

1 gma'l scale . 

• . . 

• 

• 

• , 

. 523-22 

28-0 


Total 


1864-68 ioo-o 
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9.47. There is some truth in the contention that the small scale 
sector has its own distinct problems and a financing institution 
-catering both to the large and the small sector projects often concen¬ 
trates its assistance to comparatively large size units. This, to 
•some extent, is unavoidable because medium and large scale pro¬ 
jects sponsored by experienced enterpreneurs certainly appear more 
commercially attractive than the smaller projects. The remedy, 

.according to us, lies not in duplicating the financing institutions hut 
by earmarking of funds for special purposes. There is nothing to 
-prevent the State Governments from directing these financing cor - 
porations to earmark a specified portion of their funds for the small 
scale sector. We recommend that a part of these corporations’ funds 
be earmarked for the small scale sector. 

9.48. A proposal was mooted, sometime ago to set up a National 
Investment House for small industry. The idea started from the 
feeling that the specialised requirements. of small enterprises could 
be adequately met only by an organisation set up for the. exclu¬ 
sive benefit of small scale sector. It was argued that large enter¬ 
prises are able to raise money through shares in the open market 
and can obtain a very large portion of their financial requirements 
from institutions at current rates of interest To some extent, inter¬ 
national finance also becomes available to them through establish¬ 
ed institutions or by direct loans. The proposed Investment House 
was modelled on the Investment Companies of the USA. We frankly 
are not convinced about the need to set up another national level 
organisation for this purpose. Paucity of funds cannot be made 
up by multiplying institutions because the existing institutions are 
already competing for the very limited amount of available capital. 
We have noted in the succeeding paragraphs how the State Finan¬ 
cial Corporations are finding it hard to augment their resources and 
:some of the Managing Directors of State Financial Corporations, 
with whom we discussed this problem even suggested that the 
problem can be solved only by converting the SFC-s into the 
branches of the Industrial Development Bank of India. The expec¬ 
tation that the proposed Investment House for small industry will 
be in a position to attract international resources is rather far¬ 
fetched. It certainly is inconsistent with the widespread demand 
for providing comparatively “cheap” capital for the benefit of small 
industry. 

9.49. It has been contended that State Financial Corporations 
; are handicapped in their operations because they are denied foreign. 
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exchange resources arid many units applying for assistance have 
small but critical foreign exchange requirements. We think that 
it is not practicable to empower the State Financial Corporations-- 
to secure lines of credit from foreign institutions especially to meet 
the requirements of medium and small scale units. The country’s 
foreign liabilities have to be centralised. The remedy lies in arriv¬ 
ing at a working arrangement with the IFC which should readily" 
advance small foreign exchange loans to those units who have 
secured financial assistance from SFCs. If a medium or a small 
industrial unit has secured a loan from a State Financial Corpora¬ 
tion, its marginal requirement in foreign exchange for the purpose- 
of import of capital goods should be met by the IFC. In such cases,, 
the IFC should totally dispense with the techno-economic appraisal 
of the project and other investigations because the assessment made- 
by the SFCs who have committed their own resources should provide 
an adequate guarantee. If necessary, a maximum limit of such 
loans could be contemplated and the SFC could also stand guarantee- 
to the IFC. 

9.50. The table below indicates the resources of the State Finan¬ 
cial Corporations as at the end of the year, 1965-08- 



Resources of the State Financial Corporations ending 1965-63 


17B 
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9.51. The “bulk of their paid-up capital is provided by the State 
iSovemments and the RBI. 

Composition of Paid-up-Capital and the Share of the State 
Governments and the R.B.I. in the Paid-up Capital 

(Rs. in lakhs) 


Share of the 


State Financial 
Corporation. 

State 

Govt. 

R.B.I. 

Sch. 

Banks 

Coop. 

Banks 

Others 

. Total State Govt. 
& the RBI as 
%to the total 

Andhra Pradesh . 

. 70-00 

20 ‘00 

22-93 

5-58 

31-49 

150-00 

6o-oo 

Assam 

• 5 f 67 

20'00 

14-15 

2-00 

I2 -i8 

ioo-oo 

71-67 

Bihar 

40-00 

15*00 

12-70 

14-72 

17-58 

100-00 

55-00 

Kerala 

60-42 

I 5’50 

2-65 

0-70 

20-73 

100 00 

75-92 

Miliya Praiash . 

• 53-35 

15-00 

il- os 

032 

8-33 

roo-oo 

73-35 

Mlitas 

• 152*^3 

— 

19-12 

1-34 

61 -6o 

234-50 

64-33 

Ms'urishtra 

. 32-82 

18,04 

— 

45-2 4 

290 

ioo-oo 

50-85 

‘.Mysore 

. 40-00 

15-00 

25-00 

2-00 

iS-oo 

100-00 

55-00 

•Orissa 

. 64-17 

20*03 


1 ' 31 

9-09 

100-90 

83-42 

spjijab 

• 4 f 85 

20-00 

19-25 

5-00 

14-10 

100-00 

61-85 

•Hijisthan . 

35-20 

21*00 

26-97 

0-03 

15-80 

roo-oo 

57-20 

Uttai Praiash 

. 55-03 

15-00 

16-00 

1-00 

13-00 

ioo-oo 

70-00 

•West Baikal . 

. 3 t "77 

20 00 

22-20 

2-72 

23-32 

ioo-oo 

51-77 


Gujarat \ 

) i'.rnia & Kashmir f Information not received yet. 

These shares are guaranteed by the State Governments as to the 
repayment of principal and payment of annual dividend at such 
minimum rates as are fixed by the Governments with the approval 
of the Central Government. This requirement regarding the pay¬ 
ment of the minimum rate of dividend was obviously prescribed in 
order to attract funds from other investors. The rate prescribed, 
however, 4-5 per cent, are so unattractive and so out of alignment 




with the alternative opportunity cost of capital in India that it is 
futile to expect this provision to prove any incentive to investors. 
Frankly, it is rather anomalous to consider these institutions as a 
sort of development "banks and at the same time expect them to 
earn minimum dividends. Apart from the low rate of guaranteed 
dividend, the lack of ready marketability of these shares and the 
predominant voice of the State Governments in the management 
•of these institutions would render them unattractive to prospective 
investors. We do not think that the State Governments need waste 
their efforts in devising ways and means of attracting capital from 
scheduled banks and others as we are convinced that these develop¬ 
mental institutions will not be a competitive business proposition 
for some years to come. The Government ought to realise this fact 
.and emphasize the developmental role of State Financial Corpora¬ 
tions. 

9.52. The State Financial Corporations can also accept deposits 
repayable after a minimum period of 12 months so long as the total 
of such deposits does not exceed the paid-up share caoital of the 
concerned Corporation. They are fully guaranteed by the State 
Governments as to the repayment of both the principal and the 
interest. The table (Resources) above shows that, except for 
Maharashtra and Madras, no other State Financial Corporation has 
been able to attract public deposits of any appreciable value. It 
has been argued that the SFCs stand at a certain disadvantage in 
attracting deposits because, unlike banks, they cannot give advances 
against their deposit receipts. The Working Group Which examined 
the functioning of the State Financial Corporations in 1962 had, 
therefore, suggested that deposit receipts issued by SFCs ought to 
be assignable to third parties and that such assignments may be 
exempted from stamp duty. While it is admitted that some SFCs 
consider raising of funds by deposits as more convenient and eco¬ 
nomical and it avoids considerable overhead expenses associated 
with bond issues, we do not think that this is a very promising 
field for augmenting the resources of these Corporations. In our dis¬ 
cussions with the Managing Directors of some of these Corporations, 
we got the impression that the scope for attracting public deposits, 
except perhaps in the metropolitan towns, is very limited indeed. 
While we have no objection to the Working Group’s, recommenda¬ 
tion that the limit upto which these deposits could be accepted 
may be fixed at twice the paid-up capital, so that a couple of Corpora¬ 
tions could raise money by this method, we think that this cannot 
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provide a significant source of finance for the Corporations. We 
also think that it is fundamentally wrong to finance long-term loans 
out of short-term deposits. 


9.53. All the State Financial Corporations have issued bonds and 
borrowed from the market. A recent issue by the Mysore State 
Financial Corporation of bonds amounting to Rs. 100 lakhs was 
subscribed to the extent of 77 per cent by LIC, State Government, 
IDBI, the State Bank of India and the State Bank of Mysore. It is 
becoming increasingly difficult for the State Financial Corporations 
to persuade the commercial banks to buy these bonds. The Working 
Group referred to above, had recommended that the LIC has a 
large portion of its investments in Government and other approved 
securities whereas their investment in the IFC and SFCs was less 
than 1 per cent of their total investment. The Group had, therefore, 
suggested that an arrangement should be finalised with the LIC by 
which they would invest on demand upto 2 per cent to 3 per cent 
of their total investments of the bonds in these institutions. It was 
also suggested that LIC should make available to State Financial 
Corporations lines of credit which would enable these institutions 
to draw funds according to their requirements. The IDBI does not 
underwrite the issue of bonds but they make up the balance left 
un-subscribed. We recommend that the present arrangement where¬ 
by these Corporations have to go through the tedious mechanics of 
the issue of bonds for paltry amounts be given up. The State Gov¬ 
ernments ought to include the probable requirements of these Cor¬ 
porations while drawing up their own annual borrowing programmes 
and transfer such funds to them after deducting their administrative 
cost. This will provide to these Corporations funds at the same 
rate of interest as is available to State Governments. It is no 
longer necessary to keep up the pretence that these institutions 
can be competitive bidders for the limited amount of investment 
available. It is not even desirable to underplay the developmental 
charaoter of these institutions and the consequent predominant 
interest of the Government in their working. 


9.$4. The reserves of these Corporations are rather meagre. This 
is understandable because most of them are stm under the burden 



17$ 

of subvention liability as shown in the table below:— 

(Rs. in lakhs) 


State 


Paid-up 

capital 

Net 

profits 

Subvention 

liabilitv 

Subvention Reserves 
repaid 
(1965-66) 

I 


2 

3 

4 

5 

6 

Punjab 

• 

. ' 100*00 

22-38 

7*00 

3-50 

19* 00 

Maharashtra 


. 100*00 

15-49 

1938 

Nil 

16-37. 

Gujarat 


100-00 

9-31 

1303 

Nil 

9 85 

Andhra Pradesh . 


150*00 

12-75 

1999 

Nil 

1115 

Bihar 


. 100*00 

862 

1150 

Nil 

4"t>5 

"West Bengal 


100*00 

J 393 

11-87 

Nil 

18C0 

.Madhya Pradesh 


. ioo-oo 

7-41 

17-03 

Nil 

905 

Rajasthan 


10000 

8-29 

13-56 

Nil 

7-65 

Uttar Pradesh 


. ioo-oo 

9-83 

13-50 

Nil 

8-59 

Mysore 


. 100 00 

948 

10-87 

Nil 

9-00 

Kerala 


ioo-oo 

7-25 

14-35 

Nil 

10-82 

J. & K. 


50-00 

2-48 

7-54 

Nil 

332 

Assam 


. ioo-oo 

II -37 

10*20 

1*00 

948 

Orissa 


. Annual Report not yet available. 




9.55. According to the Finance Act, 1961, 10 per cent of the State 
Financial Corporations’ annual profits were exempted from tax if 
set apart in a special reserve account. This rate has been subse¬ 
quently raised to 25 per cent. While this is an inducement to create 
reserves and strengthen the financial position of the Corporations, 
it has an indirect effect of perpetuating the Corporations’ subven¬ 
tion liability. 

9.56. The State Governments have themselves not loaned any 
money to these Corporations. In the case of IFC and the ICICI 
large sums of money have been loaned to them; in one case interest- 
free, by t ie Government of India. We find this system extremely 
anomalous. If the State Financial Corporations are to play their 
role in a much more difficult field of medium and small scale indus¬ 
tries, thev deserve this facility even in a more pronounced manner. 
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It would benefit these Corporations greatly if they have access to 
such concessional funds at least for a few years. Not only they 
have been deprived of this assistance but their statute also compels 
them to pay dividends on their shares from the day they start their 
operations. This is unprecedented, specially in view of the fact 
that the State Governments and the Reserve Bank are their major 
shareholders. Most of them are still creating a liability to the 
States, mortgaging, in effect, their future profits. They are unable 
to take calculated risks and finance new enterprises in untried fields. 
Looking after the small scale units is their special responsibility and 
this renders their operations uneconomic. They have not received 
any of the concessions like the Development Rebate or the Tax 
Holiday given to the industrial concerns. We would, however, not 
advocate any special tax concessions for them hut would strongly 
recommend provision of easy finance on concessional terms so that 
they could play their proper role in the furtherance of the national 
olicy. So far, the States have made no financial sacrifice beyond 
the loss of interest on the amounts advanced as subvention. The 
Working Group which examined the functioning of these Corpora¬ 
tions had recommended that there is no other alternative hut to write 
off the subvention liability of these Corporations and they quoted 
the case of ICICI, a non-government undertaking meant particularly 
for large scale sector of industry who obtained a generous interest- 
free loan from the Government of India. We would endorse this- 
recommendation. 

9.57. e are making the above recommendations on the assump¬ 
tion that the SFCs will be advancing loans and assistance to indi¬ 
vidual entrepreneurs strictly on a proper assessment of their eco¬ 
nomic viability. Preferences and priorities are attached to indus¬ 
tries and regions and not to individual units. So long as it is the- 
national proclaimed policy to assist the emergence of comparative¬ 
ly small dispersed industrial units, we choose to ignore the funda¬ 
mental doubts that are expressed in several quarters regarding the 
economic merit of the small scale industry. For instance, it has- 
been argi ed that the supposed high employment potential of the 
small seal* industry is a myth and the labour-capital ratio of the- 
small scale industry compared to the medium and large scale in¬ 
dustry is not as advantageous as it is supposed to be. It has also 
been argued that the capital is a scarce resource, and its availability 
at below its true scarcity value may well result in an unsatisfactory 
Dattem of resource deployment. It is implied that the availability 
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of capital through these financing institutions on soft terms can lead 
to the adaption of a technology which is unduly capital-intensive 
in the context of the Indian economy. We consider these issues as 
outside the scope of our enquiry and would take for granted the 
Government’s policy to help small scale industry by providing the- 
several inputs in a preferential manner. 

9.58. For a proper project appraisal and thorough examination- 
of the technical, financial and commercial aspects of a project, all 
the State Financial Corporations utilise advisory panels and most: 
of them take the assistance from the technical personnel in Gov¬ 
ernment Departments arid projects. We do not think that it is 
jracticable for these Corporations to engage their own technical 
personnel as this would be too heavy a burden on their slender 
resources. We think that they should largely use the services of 
the technical personnel engaged in Government Departments and 
public sector undertakings. In this behalf, toe were rather impress¬ 
ed by the system followed by the Mysore Financial Corporation which 
has evolved a regular scale of remuneration to the technical advisers- 
which represents a portion of the application fee recovered by the 
Corporation. We would recommend this practice to other State- 
Corporations as well. 

9.59. The following table shows the amount cf arrears of repay¬ 
ment of principal and interest for the various Corporations: — (as- 
on 31st March 1965'). 


State 

Andhra Pradesh 
Assam 
Bihar . 

Kerala 

Madhya Pradesh 
Madras 

iViaharashtra 
Mysore 
Orissa. 

Punjab 

Rajasthan 

U.P. 

West Bengal 


Amount (Rs. lakhs)- 

1-22 

7- 09 

69-00 
5-48 
X 3 - 3 S 

66-97 (as on 
30-6-1966) 

22- 1 

8 - 34 
19-65 
16-84 

2-83 

11-00 

19-69 


While some Corporations have explained that difficulties in the” 
•rupply of raw materials and power have largely led to this situa¬ 
tion, others have opined that lack of punitive provisions for regular 
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realisation of dues is to some extent responsible for this situation. 
'While the amount of arrears cannot be considered excessive, 
.speedy recovery of dues will only augment the Corporations’ re¬ 
sources which are invariably stretched. We were informed that 
the Stale Financial Corporations find the legal proceedings for the 
recovery of money from the defaulting parties rather tedious and 
time-consuming. Our attention was drawn to a special legislation 
,passed by the Government of U.P. styled as Public Moneys (Recovery 
or Dues) Act, 1965 whereby the dues of the State Financial Cor- 
j porations were made recoverable os arrears of land revenue. We 
.would recommend that this facility should be provided by other State 
*Governments also by promulgating similar legislation. 

9.60. Some Corporations have an agency-cum-guarantee arrange¬ 
ments with the State Governments whereby loans of small amounts, 
^generally below Rs. 1 lakh are granted by the Corporations as the 
agents of the State Governments. In the bargain, the Corporation 
is paid a commission of 2 per cent which certainly does not cover 
its administrative cost. While the maximum limit upto which 
Corporations can provide loans is Rs. 10 lakhs for proprietory and 
partnership concerns and private limited companies and Rs. 20 
Jakhs for public limited companies apd cooperative societies, most 
of them have prescribed minimum limits under which loans are 
.advanced only as the agent of the State Government. We would 
recommend that the State Governments should appoint these Fin - 
.ancial Corporations as their agents and loans under Rs. 1 lakh each 
should be advanced by them only as the agents of the State Govern- 
-meats . Loans of petty amounts upto Rs. 5—10 thousands can continue 
to be advanced under the Aid to Industries Acts by the Directors of 
Industries themselves. Applicants in this range will hardly satisfy 
the detailed scrutiny which a Financing Corporation must neces¬ 
sarily insist upon. 


9.61. In the appraisal of the projects and for examining the 
• credit-worthiness of the applicant parties, every State Financial 
Corporation utilises the services of the Director of Industries. We 
■were informed that this is useful because only the Director of In¬ 
dustries was fully conversant with such factors as the availability 
.c f raw materials, marketability of manufactured product etc. which 
have such an important bearing on the profit-making capacity of a 
venture. We were also informed that the State Directorates of 
Industries have such a multitude of duties that this consultation 
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sometimes takes inordinately long time. We think that this refer¬ 
ence in a routine fashion is certainly avoidable because in the course 
of its activities Corporations came to acquire experience and become 
fully aware of the techno-economic potential of various industries in 
the different regions of the State. The Directors of Industries are 
in variably Government-nominated Directors on the Boards of these 
Corporations and it should not be difficult for the Directorate to 
communicate any special information regarding the availability of 
raw materals, the availability of such resources like land, water, 
electricity in different industrial localities of the State. It is only 
the cases possessing some exceptional features where the reference 
to the Directors of Industries would really be necessary. 

9.62. The requirements of capital, especially for fixed equipment 
are in excess of supply and consequently the lending agencies have 
to optimize the use of their resources. One device which would 
enable them to increase the turnover of their limited funds would 
be by passing on the long-term debt to various intermediaries by 
issue of bonds of varying maturities. Under the present law, con¬ 
version of the initial debt into bonds of varying maturities involves 
payment of stamp-duty at each stage. It inhibits the emergence of 
a bond-market and limits the operation of the term-lending insti¬ 
tutions. We would recommend that the stamp-duty on legal mort¬ 
gages created by financing institutions should be levied at one place 
only and all subsequent transactions seeking to convert the long-term 
debt into short-term debt should be exempted from stamp-duty. 



Chapter X 


MONETARY POLICY AND THE RESERVE BANK OF INDIA 

10.1. The Importance of the Price Policy to the Plan.—Very little 
empirical work has been done in India in the realm of monetary 
theory and practice. Most studies on central banking enquire into 
one or the other aspect of the then prevailing doctrine and no 
conscious effort is made to draw any logical inferences. The result 
is that, in the absence of research, little guidance is provided for 
daily economic conduct. There is an inadequate appreciation of 
the role of money in influencing the ubiquitous variable determining 
the level of employment, output and income. For the first time, 
the Third Plan document showed some awareness of the importance 
of a proper price-policy to the achievement of the plan-targets. 
It was realised that the large investment contemplated in the Plan 
will necessarily generate money incomes without a corresponding 
additional supply of goods. The necessity of devising suitable 
fiscal measures to promote only selective price rises was, therefore, 
recognised. The Plan document went on to say that the price 
policy has to be viewed as one aspect of the overall economic 
policy. Given the Government decision regarding the investment and 
the choice between the alternative modes of raising the revenue 
required, there were obvious limitations on the structure of prices 
which could be achieved in the short run. The Plan concluded that 
the fiscal and the monetary discipline is a major constituent of price 
policy in a developing economy. 

10.2. The stability in the level of prices is a concept which varies 
from country to country and from time to time. Some would infer 
stability as an absolute invariance in the index of either the whole¬ 
sale or the consumer prices. Others would take it to mean a cons¬ 
tancy in prices, wherein sectoral changes wguIc) be mutually offsett¬ 
ing in character. Still others would argue that price stability is 
only relative and slight increases by 2—4 per cent per annum would 
be stable enough. By and large the marked tendency is to 
favour a creeping rise in prices. 

10.3 Monetary Measures—a Tool of the Economic Policy.—The 

use of the monetary measures in association with other weapons of 
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economic policy is primarily determined by the Government policy- 
objectives. One of the objectives of the monetary policy is to cater 
to the required rate of growth. The measurement of growth is 
usually done by the changes in real income ot the nation after 
allowing for the growth in population. The second objective is to 
ensure full employment of both men and machines. If labour or 
equipment is idle then the right monetary policy would seek to 
restore their full utilisation. On the other hand, where full em¬ 
ployment of labour and full utilisation of capacity prevails, mone¬ 
tary policy would intervene to prevent the economy from getting 
over-heated. In our country, little attention has been paid to this 
aspect in the belief that it is unimportant in a developing country. 
It is argued that full employmtnt of labour would not be feasible 
in the near future because the growth of population tends to add 
continuously to the backlog of the unemployed. While this is 
largely true, the full employment of labour is not co-terminus 
with the full utilisation of resources. We have costly machinery 
which has to be fully utilised. It is only recently that the utility 
of monetary policy in this behalf has been realised. 

10.4. Objectives of the Monetary Policy.—Between these objec¬ 
tives, there is bound to be a conflict. The considerations of growth 
often conflict with those of stability. In low-income countries, by 
virtue of supply inelasticities, an attempt to push the rate of growth 
leads to bottlenecks and hence a rise in prices. A strategy of 
development based on capital intensive imported techniques con¬ 
tains within itself the seeds of unemployment. Consequently, the 
goal of full employment of labour may have to be sacrificed. When 
these conflicts arise, the monetary authorities have to decide which 
goal should enjoy a secular or a cyclical priority. It is on the 
determination" of such priorities that a suitable monetary policy 
can be devised. 

i 

10.5. Responsibility of the Monetary Authorities.—Apart from 
the three goals of the monetary policy enumerated above, the 
monetary authority in an under-developed country has one more 
special responsibility, namely, to actively assist in the development 
of the money and financial markets. The tools of monetary policy 
cannot work successfully if the money market itself is not properly 
organised. The capital and the bond market in India is not suffi¬ 
ciently developed and hence the monetary authorities have to 
consciously promote the development of this institutional structure. 
Since 1952, the Reserve Bank has innovated financial institutions 
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to cater to the supply of different types of risk capital. It has' care¬ 
fully nursed the growth of development-banks like the IDBI, the 
IFC and the State Financial Corporations. It has also assisted in 
the growth of co-operative credit movement by providing finance 
as well as technical and managerial know-how. It has also tried.to 
restore confidence in the capital-market by introducing the Unit 
Trust of India. The Reserve Bank’s efforts towards the institutio¬ 
nalisation of savings and investments have been widespread both 
geographically and functionally. In fact the stage has been reach¬ 
ed where it should devote more time in knitting these organisa¬ 
tions into a stable monetary framework. 

10.6. Limitation of the Monetary Measures.—Apart from the 
Reserve Bank’s role in the development of money market, it has 
also an important part to play in the national economy as a manager 
of money. Serious doubts have been expressed regarding the ex¬ 
tent to which the monetary policy can succeed in this country. 
The effectiveness of the monetary policy would depend on the 
extent to which the national product is exchanged for money 
payments, and on the extent to which the financial flow of the 
economy can be influenced by the central bank’s actions. In this 
country, where cash transactions account for a sizeable portion of 
total payments and the non-monetized sector constitutes an impor¬ 
tant segment of the economy, the effectiveness of the central bank’s 
credit policy is correspondingly reduced and the sophisticated 
weapons of monetary and credit policy developed for use of advanc¬ 
ed economies need appropriate adjustments. Another impediment 
to the effective operation of the monetary policy is the co-existence 
of the unorganised money market and the several non-banking ins¬ 
titutions with the organised money market- A large portion of 
money supply in the country is in the shape of currency which is 
not sensitive to interest changes. Awareness of these basic limita¬ 
tions is imperative because its absence is likely to lead to a faith 
in the efficacy of the monetary measures which is unwarranted. 
Any measures which ignore these factors can cause an incalculable 
harm to the economy by causing serious distortions. Judgment on 
the performance of the credit policy of the Reserve Bank of India 
should also be formed keeping these inherent limitations in mind. 

10.7. The effectiveness of the monetary policy is negatived by the 
preponderance of the fiscal policy of the Government. The Gover¬ 
nor of the Reserve Bank of India admitted in the Madan Memorial 
Lecture that the growth in money supply at 42 per cent during the 
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first four years of the Third Plan exceeded the real income expan¬ 
sion by 25 per cent. The gap between the real income growth and 
ffibhetary aggregates carries with it a high inflationary potential. 
The Requirements of tile Plan, the direction of the economy by the 
Government of India and the growing role assigned to the public 
sector give the fiscal policy of the Government the position of the 
major determinant of economic activity. Fiscal policy can produce 
structural transformations of an economy over a period while the 
monetary policies, properly used, can induce short-term changes in 
specified areas of the economy. We, however, find that in the 
planning processes of this country, the monetary policy plays a 
negligible role. Most of the time, the Reserve Bank is busy 
correcting the serious distortions let loose on the country by the 
runaway inflationary tendencies of the Government’s fiscal policy. 
Thus the Reserve Bank was confronted with expanding expendi¬ 
tures with the aid of deficit-financing and was handicapped by 
limitations of various monetary and credit-control measures in 
Indian environments, namely, the imperfect money market mecha¬ 
nism. 

10.8. Keeping these limitations in view, we may assess the 
success of the Reserve Bank’s monetary measures in achieving the 
twin objectives of maintaining a stable level of prices and; pro¬ 
moting a sound economic growth of the country. The broad ana¬ 
lysis of the credit policy since 1951 seems to reveal that the bank 
credit and real income have divergent trends. The growth in bank 
credit is faster than the rate of growth in the real income. Conse¬ 
quently, the price level has kept rising. What is not clear is the 

extent of bank credit expansion directly due to the assistance of 
the Reserve Bank in supplying resources to the banking system. 
Evidence seems to suggest that, by and large, the bulk of credit 
expansion has been financed from owned resources, i.e., the reserves 
.of the banking system, the refuge being taken with the central bank 
only as a measure of the last resort and that too during the months 
of the busy season. 

10.9. Selective Credit-Control.—It is a feature of the Indian 
economy that the demand for credit follows a certain seasonal 
pattern though the seasonal pattern was getting blurred of late. 
The Reserve Bank has, therefore, devised measures to affect a con¬ 
trolled easing of pressure to take care of the seasonal demand. 
Moreover, the Bank has to ensure adequate credit to certain speci¬ 
fied preferred sectors. Selective or qualitative controls were 
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systematically instituted in 1956. They operate by imposition pf 
a ceiling on bank credit against the commodities in short supply 
and by stipulation of minimum margins for lending against them. 
The primary objective of selective credit controls is to restrain afliy 
speculative building up of stocks of essential commodities. The 
effectiveness of this selective control is largely reduced by the fact 
that a very broad segment of the production activity of the com¬ 
munity remains outside the range of the organised banking system. 

10.10. Alterations in the money supply can induce changes both 
in the volume and the direction of the flow of goods and services. 
In a planned economy which has specific targets for the several 
sectors and individual industries a judicious manipulation of credit 
can be an instrument of utility in diverting investments in desirable 
lines. The success of monetary or credit policy is determined by 
the extent to which it succeeds in regulating the rate at which 
money is made available for those sectors which are socially desir¬ 
able from time to time. This clearly points to the need to operate 
credit control with an increasing amount of selectivity. Apart from 
determining the aggregate of the bank credit, a selective approach 
can ensure its proper distribution according to the requirements of 
the levels of production expected in different sectors. In this 
respect, we are happy to notice that the latest Reserve Bank 
directive has introduced this element of selectivity and seeks to 

meet the credit requirements of the priority sectors like defence, 
exports and industrial manufacture. 

10.11. In, the operation of the selective credit controls, the Reserve 
Bank purports to regulate the quantity of credit with reference to 
changes expected in the supply side. If the production of an. agri¬ 
cultural commodity is expected to go down, any increase in credit 
would lead to an excessive build up of inventories and consequent 
pushing up of the price level. The calculations regarding the re¬ 
quirement of bank credit by any industry would involve taking into 
account probable production trends and the anticipated price trend. 
If these calculations of credit needs are to serve any purpose, there 
should be a reliable base of the statistics of agricultural supplies. 
Because of shortcomings in statistics, the Reserve Bank has been 
forced to revise several times its credit policy during the busy 
season. This would point to the need for acquiring better tools for 
credit estimates at the disposal of the Reserve Bank. 

10.12. Techniques of Control.—The techniques employed by the 
Reserve Bank in the exercise of its monetary control are, the bank 
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rate, variable reserve ratios, open market operations and selective 
credit controls. They not only regulate the cost and availability 
■of credit but also affect the flow and distribution of bank credit in 
particular directions. The adjustments in the bank rate, strengthen¬ 
ed with the inter-bank agreements fixed ceilings on deposit rates 
and a floor to advances rates have some effect on the total quantum 
of credit expansion. This is rather limited because a sizeable 
amount of investment undertaken in the public sector is guided 
primarily by the general planning strategy and is largely beyond 
the purview of the central bank’s action. But a more significant 
;and effective instrument is the Reserve Bank’s dominant role in 
guiding the interest rates charged by the long and medium-term 
lending institutions and the co-operative land mortgage banks. 

10.13. Control over the Banking System,— The widening and the 
deepening of the scope of the banking in its geographical and func¬ 
tional coverage is the most important task of the central bank. 
Banks and the financial intermediaries have the great responsibility 
of stimulating and gathering an adequate volume of savings to fulfil 
-the rising investment prospects. The Reserve Bank of India’s res¬ 
ponsibilities involve the development of an adequate and sound 
banking system for catering to the needs of commerce, trade, in¬ 
dustry and agriculture. The Banking Companies Act confers on the 
Reserve Bank powers of supervision and regulation of the operation 
of the commercial banks, with a view to protect the interests of 
depositors and foster the growth of banking along sound lines. The 
Branch Licensing policy of the Reserve Bank takes into account 
considerations like the avoidance of undue concentration of bulking 
offices in places which are already adequately served and ensuring 
a regionally-balanced development of branch-banking. In the 
.attempt to encourage a regulated growth, the element of competi¬ 
tion to some extent is eliminated. Apart from this objective of 
promoting a planned extension of banking facilities, specific requests 
are decided keeping the following factors in view: 

(i) the financial condition and the history of the applicant 
bank; 

(ii) the general character of its management; 

(iii) the adequacy of its capital structure; 

(iv) the future earning prospects; and 

,.(v) whether the public interest would be served by the pro¬ 
posed branch? 
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10.14. The Reserve Bank thus has an all-pervasive control over 
credit and credit institutions. Instead of adhering to broad princi¬ 
ples, the Reserve Bank interferes even with the minor elements 
relating to the discharge of normal banking functions. This has 
become a source of irritation to bankers who feel that they are 
better judges of market forces at work than the executives of the 
Reserve Bank. The following are same of the examples of the 
detailed regulation by the Reserve Bank. 

10.15. The main reason for regulating clean credits has been that 
these types of loans lead to speculation in the commodity markets. 
The argument seems to be based on an erroneous judgment about 
the behaviour of business in India. Clean credit by and large is 
used for temporary stocking of inventories when the market forces 
are operating in favour of firms. In the context of the prevailing 
conditions such inventory accumulation beyond reasonable require¬ 
ments is presumed to be inflationary in character. But there are 
special reasons why the inventory in this country is higher than 
normal. Many of the firms depend to some extent on imported raw 
materials and spare parts which have a comparatively long delivery 
period. Secondly, the import policy being cyclically-oriented and 
depending on the uncertainty of the foreign aid, firms prefer to 
keep an adequate stock on hand as a safeguard. Thirdly, there 
have been imbalances and scarcities even in the case cf raw 
materials produced at home. Fourthly, there are frequent bottle¬ 
necks in the transport and movement of goods. Consequently, 
these factors induce over-stocking even though the Purchase 
Managers may not have planned it. In the face of this, it does not 
6eem to be correct to conclude that clean loans are taken with the 
motive to speculate. A breakdown of the borrowers would show 
that 50 per cent of clean loans go to industrial firms rather than 
the individuals. In this connection, reference may be made to the 
directives issued by the Reserve Bank of India in June, 1965 freezing 
the clean advances of bankers at levels obtaining at a particular date* 
namely, June 25, 1965. Apart from the arbitrariness of such a 
directive, it resulted in a great hardship and led to an anomalous 
situation. If certain borrowers had accidentally reduced their clean 
commitments to a low level on this date, even though they had 
much higher limits, they were prevented from utilising the facility 
at a subsequent date when it was genuinely needed. 

10.16. Another instance of a somewhat hasty action on the part 
of the Reserve Bank was provided when again in June, 1965, they 



Stipulated that every importer shall deposit 25 per cent of the value 
of each shipment into a special banking account. While the inten¬ 
tions behind the move were undoubtedly salutary, it involved con¬ 
siderable administrative difficulties. It may be said to the credit 
of the Reserve Bank however, that on representations being made 
the rigours of this directive were greatly softened. 

These two recent instances underline the necessity and the im¬ 
portance of prior consultation between the Reserve Bank and the 
banking and industrial interests concerned, before a decision is 
arrived at and published, on any particular far-reaching credit or 
monetary control measure. Such prior consultation would obviously 
help both sides to understand the practical implications of the pro¬ 
posed move and anticipate and provide for possible objections and 
criticism. Apart from other things, this would incidentally prevent 
the Reserve Bank from facing an embarrassing situation at a later 
date. Likewise it would also prevent unnecessary hardships on the 
community. 

10.17. Relationship between the Government and the Reserve 
Bank of India.—These instances of the lack of adequate management 
of money do not arise from the want of sufficient regulatory powers, 
which are in abundance, but from the structural relationship of the 
Central Bank with the Government at the Centre. The ideal relation¬ 
ship between the Government and the Central Bank and the degree 
of autonomy to be allowed to a central bank has been the subject 
of a continuous debate. The Radcliffe Committee, which went into 
this matter in great detail, came to the only right conclusion that 
the Government possessed the absolute power to act contrary to 
the advice of the monetary authority. The Committee rejected the 
theory of the division of functions of the central bank based on the 
“affairs of the Bank” and the “agency function” doctrine. It held 
that under the Bank of England Act, 1946, the will of the Govern¬ 
ment, formally expressed in the form of a directive is paramount. 
The power of direction was however never employed. The Com¬ 
mittee came to the conclusion that, much more important than 
any statutory form is the need for a clear public understanding 
of the purposes which a central bank exists to serve. 

10.18. What is really important is the consideration which the 
Government gives to the expert advice rendered by the Reserve 
Bank of India from time to time on issues of national importance 
while formulating their policy. The Bank should be looked upon 
as an independent entity capable of giving expert advice, views and 
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proposals. Admittedly, the monetary policy of the Reserve Bank 
•cannot be envisaged as a form of economic strategy which pursues 
its own independent objectives. It is a part of the country’s econo¬ 
mic policy as a whole and must be viewed as such. Given plan of 
development, the Government has to take the ultimate responsibility 
for initiating and carrying out certain economic policies and these 
will include the general planning of monetary policy and monetary 
operations. The monetary policy of the Central Bank must, there¬ 
fore, be in harmony with the economic policies of the Government. 
It is, therefore, obvious that proper formulation and implementation 
•of the Bank’s monetary policy would need a constant co-operation, 
strategic and tactical, between the Reserve Bank and the Govern¬ 
ment. Though the Bank is charged with the responsibility of en¬ 
suring the economic stability, it would be futile to consider it as 
a totally independent body because this objective itself would be 
incapable of achievement without a concurrent action on the part 
■of the Government. 

10.19. The Role of the Reserve Bank of India. —The role of 
the Reserve Bank would actually be that of a highly skilled 
executant, in the monetary field, of the current economic policy of 
-the Central Government. Our sole concern should be to bring about 
an institutional set-up which would enable the Bank to contribute to 
the Government’s directions on the policy, the advice and suggestions 
-that its unique operation experience and contacts qualify it to offer. 
On the other hand, the Government should associate the Reserve 
Bank of India with those decisions on economic policy in which 
monetary operations are capable of taking a part. 

10 20. The Central Board of Directors of the Reserve Bank of 
India consists of a maximum of 20 including the Governor and his 
Deputies. Of the total, 10 are nominated directly by the Central 
Government while the others, though nominated by Government 
represent special interests. The Central Board of Directors has been 
more or less a powerless functionary. This characteristic seems 
to be inherent in the special position the Governor of the Reserve 
Bank enjoys and is also due to the status of the Reserve Eank 
itself vis-a-vis, the Government. Even in the U.K., while the “court” 
is all-supreme in the management of the problems relating to the 
administration of the Bank, a Director is not actively involved in 
the discussion of central banking issues. The nature of these issues 
and the inter-relation between the Bank and the Central Govern¬ 
ment give to the Governor a special status' “His official contacts 
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3}iak«- this unavoidable: they -prpvide him with a considerable 
volume of confidential information that he is not able at all times 
and in all forms to share with his colleagues”. We feel that no 
amount of effort will energize the Board of Directors of the Reserve 
Bank of India. 

10.21. There is a need to provide to the Reserve Bank an institu¬ 
tional support to enable the Bank to discharge its multifarious res¬ 
ponsibilities to the best advantage of the economy. We have seen 
above how the Reserve Bank has to regulate the branch programme 
of the banks in order to divert banking facilities to areas that are 
under-banked. The Banking .Companies Act equips the Reserve 
Bank with a vast control over the banking system. This control 
extends to the co-operative banks as well because their operations 
have an important bearing on the currency and the credit situation 
of the country. We have also remarked earlier that the various 
credit control measures of the Reserve Bank of India sometimes are 
not properly informed about their full implications. Moreover, dis¬ 
tribution of the liquid resources of the banking system in a manner 
which would ensure fulfilment of production and investment targets 
of the several sectors requires a greater co-ordination between the 
planning authorities in the Government, the Ministry of Finance, 
the commercial and co-operative banks and the industrialists. 
Giving up the 1 igours of the present administrative control over 
the setting up of industries would necessitate a greater reliance on 
the monetary and the fiscal policies which should now be oriented 
to specific sector-goals. Even the terms and conditions of supplying 
bank credit would have to be worked out to encourage or to dis¬ 
courage production and investment in specific industries. In order 
to assist the Bank in the formulation of their credit policy and in 
laying down guide-lines for regulating the hanking policy and prac- 
tice, we would recommend the creation of a body on the lines of the 
French National Credit Council. 

10.22- The French National Credit Council advises the Govern 
ment and the country’s Central Bank in matters relating to the re¬ 
gulation of the banking principles and banking practices and assists 
the Central Bank in the formulation of the credit policy. The Bank 
of France provides the Secretariat for the Council which is mainly 
designed to bring in one forum the various interests so as to facilitate 
the formulation of a policy fully informed of the requirements of 
different sectors of economy. For the regulation of banking pro¬ 
vision, the Council can take decisions only of a general character. 
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Though the role of the Council is purely advisory, the Council can. 
take the initiative in giving its views so that the Bank of France 
and the Government can evolve their policy relating to the distri¬ 
bution of the credit in a more meaningful way. In its relations 
with the Bank, the Council is, as it were, the legislative body and 
the Bank is the executive body. We feel that- the National Credit 
Council of India should he purely an advisory body where the 
Government, the Reserve Bank of India and representatives from 
commerce, industry , labour and banking institutions could deliberate 
and evolve suitable credit policies from time to time. 

10.23. The President of the National Credit Council should be 
the Minister of Finance with the Governor of the Reserve Bank 
designated as the ex-officio Vice-President- Since the Finance 
Minister will rarely be able to preside over the Council, the Governor, 
Reserve Bank, would normally conduct the business and deliberations 
of this Council, In addition to the Finance Minister and the 
Governor of the Reserve Bank, the Council should include members 
appointed by the Ministry of Finance on the ground of their im¬ 
portance in the country’s economic life. They may include some 
members of the Ceneral Board of Directors of the Reserve Bank of 
India, representatives of the Ministry of Industry, representatives 
from the leading Trade Union Organisations, professional bankers 
and others with special knowledge of the financial, industrial and 
the banking world. They should all be selected by the Govern¬ 
ment. The Council should have only an advisory role. 

10.24. In order to ensure some degree of independence in the 
advice flowing from the Reserve Bank, the office of the Governor, 
of the Reserve Bank of India need not be exclusively earmarked 
for the civil servants. While we have the highest regard for their 
capabilities, we do feel that the introduction of some persons who 
have made an outstanding contribution in the economic or banking 
field should not be barred. There are any number of precedents in 
other countries like the U.K., U.S.A., France and West Germany 
where the services of non-officials have been utilised as the head 
of the central bank. In fact, the most successful regimes in U.K. 
and U.S.A. have been those when the non-officials have worked as 
Governors of the central bank. Moreover, the office of the Governor 
of the Reserve Bank should enjoy the same status as the Comptroller 
and Auditor-General of India. He should be appointed for a fired 
tenure of 5—7 years and should be removeable only by the approval 
of the Parliament as prescribed for the Judges of the Supreme Court. 



Chapter XI 

EXCHANGE CONTROL 

11.1. The system of exchange control was set up in India during 
the Second World War for conserving and ensuring the best use 
of the limited foreign exchange available- The control initially 
took the shape of rules under the Defence of India Act, 1939. This 
was replaced by a permanent legislation in the shape of Foreign 
Exchange Regulations Act, 1947. Under the scheme of the Act, the 
Reserve Bank of India is authorised to license export and import 
of gold, silver, currency notes and other securities. The Act also 
contains punitive provisions and sets up the enforcement machinery 
headed by the Director of Enforcement who deals with offenders 
under the several provisions of the Act. He is also authorised to 
adjudicate some of the infringements of the several provisions of 
the Act. 

11.2, Since the imports and exports, which account for the great 
bulk of transactions in foreign exchange, are regulated under Im¬ 
ports (Control) Order and Exports (Control) Order, the role of the 
Exchange Control in this field is rather limited. It is only concerned 
with the financial aspects of the external transactions. Once the 
import of goods has been licensed, foreign exchange facilities are 
automatically provided. In the case of exports, the main concern of 
the Exchange Control is to ensure that the proceeds of the exports 
are repatriated to India in full and that all export documents are 
negotiated through the authorised dealers in foreign exchange. 
Other external transactions on current and capital accounts, gene¬ 
rally categorised as “invisibles” come wholly within the purview of 
the Exchange Control. 

H-3. We have separately examined the working of the Import 
Control and in the succeeding paragraphs we would devote our 
attention to the working of Exchange Control on the several invi¬ 
sible items. 

11.4. Considering the enormous number of the transactions which 
involve dealings in foreign exchange, the Reserve Bank uses com¬ 
mercial banks who have been designaed as authorised dealers for 
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a systematic regulation of these transactions. For the limited pur¬ 
pose of dealing in foreign currency notes and coins, there are also 
authorised money-chargers- 

11.5. Since the vast bulk of the public who conduct foreign ex¬ 
change transactions deal only with the authorised dealers in foreign 
exchange, the Reserve Bank of India have laid down general instruc¬ 
tions for their guidance. These directions cover all transactions 
whether pertaining to imports and exports or to invisible items. 
Detailed instructions have been given for the disposal of applications 
pertaining to items like, foreign travel payments, transportation 
payments, insurance payments, transfers of investment income by 
non-residents, family maintenance remittances, capital transfers by 
foreign nationals, capital transfers by Indian nationals. The autho¬ 
rised dealers, however, can make the remittance without prior ap¬ 
proval of the Reserve Bank only in a limited number of cases. For 
instance, foreign nationals seeking to remit a part of their earnings 
for the maintenance of their families abroad need not approach the 
Reserve Bank since the authorised dealers can permit these remit¬ 
tances within the specified limits prescribed by the Bank. Similarly, 
life insurance premia by non-residents can be remitted in the same 
fashion. The other transactions, especially pertaining to capital re¬ 
patriation have to be referred to the Reserve Bank through the 
authorised dealer before the final approval. This feature brings the 
Reserve Bank of India in direct contact with* sizeable number of 
the general public. 

11.6. A very large number of Dersons approach tne Reserve Bank 
in connection with the problem of travel abroad. Figures in Table I 
(Annexure X) show the foreign exchange expenditure on this account 
during the last 10 years. There are elaborate rules governing the 
release of foreign exchange for trips abroad for various purposes 
like business, education, health and others. It will be convenient 
to deal with this subject in 2 separate parts, (i) those who approach 
the Reserve Bank for the release of foreign exchange, (ii) those who 
need no foreign exchange and are travelling abroad on sponsorship 
of hosts. 


11.7. Business Visits.—Applicants who seek to travel for fur¬ 
therance of trade, industry and commerce have to satisfy the Reserve 
Bank that the journey is bona fide and is prima facie for the purpose 
of increasing Indian overseas trade or in connection with the setting 



Up of industrial projects. The Bank also considers whether the 
person concerned is qualified for undertaking the proposed job and 
requires, unless the firm is well-known, a banker’s certificate to 
substantiate the financial means and standing of the applicant. To 
eliminate cases in which the business purpose is only an ostensible 
excuse for holiday abroad, enquiries are made whether any 
relative of the applicant also happens to be abroad at the same time. 
Whether, a person holds an import licence or an industrial licence or 
a Letter of Intent becomes an important consideration in deciding 
the bona fides of the application. 

11.8. Exchange is released on a specified scale for which business¬ 
men have been classified as top-ranking, middle group and others. 
We are really not concerned with the adequacy or inadequacy of 
the scale of foreign exchange released to them. The Table II 
(Annexure X) indicates the number of persons in the various cate¬ 
gories who have been permitted to go abroad for business and export 
promotion during the year, 1965. We conducted a case study in 
the working of the Exchange Control Branch of the Reserve Bank, 
New Delhi and the Exchange Control Branch of the Economic Affairs; 
Department who deal with these applications. The complete 
Report on this case study can be seen in Appendix V in Part II. 
Figures at Table III (Annexure X) indicate that 50 per cent of appli¬ 
cations for travel abroad for business purpose take more than 4 
weeks for disposal. 

11.9. There are two obvious causes of delay which lead to con¬ 
siderable public dissatisfaction to which we would like to draw 
pointed attention. 

(a) In the internal working of the Reserve Bank of India, the 
functionary dealing with these requests is required to check with, 
another Section of the Reserve Bank whether the person concerned 
has failed to repatriate export proceeds, which according to the rules 
in existence have to be repatriated within a period of 6 months. 
The purpose which this check serves i9 not clear to understand 
unless the objective is that a person making a default under any 
provision of the Foreign Exchange Regulations Act should be de¬ 
barred from all facilities at the Government’s disposal. Certainly, 
the Reserve Bank of India can periodically make a list of those 
persons who are chronic defaulters and who consequently should 
be, more or less, black-listed for the release of foreign exchange on 
business ground. It would be legitimate to discount the worth¬ 
whileness of the business trip if the export proceeds are not being. 
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realised in any case. But to insist on this check in every case as a 
routine measure only adds to the delay and annoyance of every¬ 
body, and we recommend that this be given up. 


(b) We have not been able to appreciate the need for verifying 
the standing of the applicant by calling for a bank certificate. We 
are quite aware that the paucity of foreign exchange makes it obli¬ 
gatory that, within the available resources, only the bonafide parties 
with genuine export potential are allowed this facility. In other 
words, the country must invest its resources to maximise the ad¬ 
vantage but a look at a party’s bank account certainly is no reliable 
index of its earnestness If the idea is to evaluate the competence 
of a firm which intends to explore foreign markets by sending a 
salesman abroad, we would consider that the firm’s registration with 
the concerned Export Promotion Council should be adequate. 
Export Promotion Councils certainly take the export potential of 
the parties into consideration before registering them, or enrolling 
them as members. We recommend that a businessman belonging to 
a firm which is enrolled as a member of an Export Promotion Coun¬ 
cil or registered with them should not be bothered with the burden 
of proving his financial standing every time he travels abroad. 

11.10. In order to see that the effort for export promotion is not 
stiffled by unavoidable delays in getting the approval of the Reserve 
Bank, a system has been evolved for granting blanket releases of 
foreign exchange to recognised ‘Export Houses’ who can depute 
their executives and employees abroad provided they submit regular 
returns to the Reserve Bank justifying every trip. Apart from the 
recognised Export Houses, the facility is available to those exporters 
who have a past export turnover of a minimum prescribed magnitude. 
This facility has recently been extended even to those public sector 
undertakings which are export-oriented. We presume that the 
selection of the public sector projects for this facility will be accord¬ 
ing to the criteria applicable to private sector firms. We would 
suggest a non-discriminatory policy either in favour of or against 
the public sector. Such public sector projects are exempted from 
the need to approach the Economic Affairs Department and do not 
have to go through the screening by the Ad Hoc Committee of 
Secretaries which has been set up for approving deputation abroad 
of the public sector personnel. They still have to take the approval 
of the administrative Ministry before deputing any individual abroad. 
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We think this situation to be rather anomalous. After having re¬ 
cognised that the exporting firms have frequently to depute their 
staff at a short notice there is no reason why we should hesitate in 
empowering the Board of Directors of the public sector project to 
approve such visits. Insisting on the administrative Ministry’s prior 
approval only solves half the problem, and we recommended that this 
should be given up. 

11.11. Education Abroad.—Nearly 4500 students/trainees have 
been annually utilising the facility of education abroad. As Table I 
(Annexure X) shows, approximately Rs. 4 crores in foreign exchange 
are spent annually for this purpose. Foreign exchange shortage 
has necessitated a restrictive approach even in this vital field and 
the restriction takes the shape of either prescribing minimum edu¬ 
cational qualifications for students intending to go abroad or restric¬ 
ting the release of foreign exchange for the study of those courses 
which are considered to be of a sufficiently high standard and for 
which comparable facilities are not available within the country 
The prescription of the minimum educational qualifications is a 
comparatively simple exercise and a rough and ready formula has 
been adopted by laying down that only first class graduates from 
India should be allowed to study Humanities abroad. Looking to 
the requirements of the country for the technically qualified per¬ 
sonnel a somewhat liberal policy for technical studies has been 
prescribed. The complication, however, arises when certain courses 
at the institutions abroad are declared ineligible for the release of 
foreign exchange on the ground that the standard of education, pro¬ 
vided is not appreciably higher than the one available in the country 
itself. This evaluation of standards necessarily leads to considerable 
consultation with administrative Ministries concerned with the 
subjects like Health, Agriculture, Education. In the very nature of 
things, it is difficult to lay down qualifications for every field of 
education before hand with the result that the policy in this behalf 
never gets crystalised and the students are in perpetual doubt. 

1112. This is evidenced by the large number of cases, the Reserve 
Bank is unable to settle on its own in the light of the formal direc¬ 
tives from the Government and the resultant frequency of references 
to the Ministry of Finance. Our case study discloses that during the 
month of May, 1966, 83 separate cases came for decision to the 
Ministry of Finance, Department of Economic Affairs, 11 of them 
frqm the Reserve Bank of India and the rest from the students 
42 H. A.—14. 
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direct. We made a detailed study of 22 of these cases and their 
break-up according to the disposal is as follows: — 


Rejected. 9 

Approved by a liberal interpretation of the existing regulations I 

Approved as a relaxation not originally envisaged by the regu¬ 
lations on an ad hoc basis ....... 4 

m 

Approved as a relaxation which was then adopted as a general rule 3 

Parties told that the applicants might approach the Reserve Bank 
instead of coming to Government direct. .... 5 

Total . 22 


11.13. We draw the following conclusions from this: — 

(a) No comprehensive regulations can cover the entire field 
of education with its increasing specialisation. No system 
which looks into the merits of foreign educational insti¬ 
tutions, the course of study proposed to be undertaken 
and the varying standards of Indian graduates themselves 
can pre-determine the requirements of all students- The 
resultant area of confusion and uncertainty is very large 
indeed, reflected in an unduly large number of appeals to 
the Government. We notice that the Delhi Branch of the 
Reserve Bank had to refer 20 per cent of their cases to 
the Head Office for guidance since the cases concerned 
had characteristics which were not envisaged in the regu¬ 
lations. This would indicate the need for a simpler set 
of rules which does not make fine distinctions regarding 
the courses, subjects of study and institutions. It is quite 
fair to lay down the minimum educational qualifications 
required for students who are seeking to study abroad 
but any further refinements by way of preferential treat¬ 
ment or by bans on the study of some specified subjects 
are not really justified looking to the total cost of edu¬ 
cation abroad and the relative importance of this invest¬ 
ment in the country’s annual outlay in foreign exchange. 

(b) The rules relating to the release of foreign exchange to 
students keep changing frequently with the result that 
the students are never certain whether the course of study 
they are proposing will be eligible for foreign exchange 
release when their time of departure arrives. Admission 
to a foreign university is a time-consuming process and if 
in the meanwhile the rules are altered to the detriment 
of the student, it upsets his career-planning. The country’s 
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requirement of highly qualified personnel does not keep 
altering every year nor can there be a sudden rise or fall 
in the standards of educational institutions within the 
country. 

We will, therefore, recommend that the rules regulating the 
release of foreign exchange for studies abroad should not be altered 
frequently and should be current at least for a period of 5 years. 

11.14. Even the State Government employees who are awarded 
scholarships by their own Governments for advanced study abroad, 
have to satisfy the minimum educational qualifications before they 
become eligible for the release of foreign exchange. We think, that 
this requirement is rather anomalous because,— 

(a) the State Governments should know their own require¬ 
ments of qualified personnel better than anyone else and 
if they are staking their own finances for giving advanced 
training to their personnel, the release of foreign ex¬ 
change should not come in their way; 

<b) after a number of years’ service in the Government, the 
fitness of the officer as a student can hardly be related 
to the number of marks he obtained in an examination 
years ago- What is more material is how he has shaped 
during his service and the use that he can make of further 
studies which will, in turn, be beneficial to the State 
Government. It is not that the State Governments are 
spending enormous amounts on these scholarships and the 
danger of a drain on the foreign exchange reserves of the 
country is rather far-fetched. 

11.15. Medical Treatment.—There is a clear rule governing the 
Telease of foreign exchange for this purpose. A certificate is re¬ 
quired to be produced from a competent authority, who invariably 
is the head of the Medical Department of the State concerned. 
Foreign exchange is released as a matter of course and the Reserve 
Bank does not exercise its own judgement after the medical certifi¬ 
cate has been produced. In spite of this clear position, as many 
as 39 cases came to the Government in a single month of May, 1966. 
Most of the cases pertained to people who preferred to deal with 
the Government than with the Reserve Bank and in this, they were 
-positively encouraged by the nature of the disposal. For instance 
•In 2 cases studied by us, the normal requirement of the medical 
certificate was dispensed with looking to the status of the party 
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concerned We are sure that there were excellent reasons for making 
these relaxations in these particular cases but the general public 
likely to look upon this as discriminatory. 

11.16. The amount of foreign exchange released for medical 
treatment abroad is roughly Rs. 35 lakhs a year. There is a normal 
requirement that, on return, these persons submit a statement of 
account indicating the amount spent on medical treatment, the sum 
spent on their own maintenance, to satisfy the Reserve Bank that 
there has been no wasteful expenditure- Our scrutiny of the cases 
in the Reserve Bank of India, New Delhi, indicated that a sizeable 
number of persons failed to render satisfactory accounts and had 
visited a number of countries quite unconnected with their medical 
treatment, but the Reserve Bank, Head Office, preferred to close 
the cases without taking recourse to enforcement proceedings. 

11.17. The regulations relating to the release of foreign exchange 
for various purposes enumerated above keep changing with an 
alarming rapidity. Even otherwise, there is an inadequate publi¬ 
city given to these rules though the Reserve Bank comes out with 
occasional press-notes for the information of the general public. 
A considerable amount of inconvenience caused to the public is 
entirely due to the lack of knowledge of the existing regulations. 
In order to remove this uncertainty and also to achieve some amount 
of semi-rpermanence, we would recommend that the regulations 
governing the release of foreign exchange for these items should he 
published in the shape of a “Red Book on Invisibles?. If established 
importers have a right to know in advance the amount 
of imports permissible to them in a particular year, we see no reason 
why an important section of the community like the students should 
have no prior knowledge of their entitlement. It may also be 
worthwhile to publish the relevant extract from this “Red Book” 
on the form of application prescribed by the Reserve Bank for 
various purposes. 

We also recommend that the amount of foreign exchange spent on 
various uses and, whenever practicable, the number of applicatione 
of the various types should be published for public knowledge every 
6 months. 

11.18. Travel without Foreign Exchange Release.—A large num¬ 
ber of persons travelling abroad do not require any release of foreign 
exchange. When restriction on travel abroad was imposed in 1962, 
it was noticed that more than half of the Indian nationals going 
abroad did not need foreign exchange from the Reserve Bank of 
India. They either went as guests or found their foreign exchange 
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% unauthorised transactions. Figures in Table IV (Annexure X) 
show that the country’s earnings of foreign exchange by inward 
remittances were declining fast, leading to the suspicion that this 
foreign exchange was being syphoned off by Indian nationals for the 
purpose of holiday travel. It was also noticed that the country’s 
earning of foreign exchange from foreign tourists coming to this 
country was not rising in proportion to the number of travellers 
which led (o the conclusion that this foreign exchange was also 
being similarly diverted for unauthorised use. It was felt that, 
with the withdrawal of the basic travel quota in 1957, there was a 
considerable pent-up demand for holiday travel making a serious 
“dent in the inward remittances. Moreover, foreign travel also costs 
sizeable foreign exchange by way of passage money eventually 
remitted by foreign airlines and shipping companies. 

11.19. Consequently, in June, 1962, restriction was imposed on 
travel and even when the concerned party did not need any foreign 
exchange it was prescribed that no passage could be booked by him 
till he could indicate an acceptable source of foreign exchange to 
meet his expense abroad. To prevent misuse, the acceptable cate¬ 
gories of hosts were specified- Primarily, invitations from foreign 
governments and reputable foreign institutions and near blood re¬ 
latives were considered acceptable. The interpretation of near re¬ 
lations was pretty narrow to begin with, but progressively the wife, 
the brother and the sister have escalated into the acceptable category. 
Hospitality of friends even if they happen to be foreigners is suspect¬ 
ed on account of the danger of compensatory transactions. The 
figures at Table TV (Annexure X) show the number of ‘P’ form 
applications approved during the last 5 years. 

11.20. This restriction has added enormously to the work of the 
Reserve Bank, Exchange Control Department and the Exchange Con¬ 
trol Section of the Ministry of Finance. According to rules, all 
applications belonging to the following categories have to be decided 
by Government alone: 

(i) Visits to foreign countries on the sponsorship of foreign 
governments and foreign institutions; 

(ii) Visits to attend international conferences, seminars etc.. 

(iii) Families of Government officers wishing to join them 
abroad; 

(iv) M.Ps. going abroad for study tours; and 

f(v) Government officials invited on inaugural flights etc. 
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11.21. Even cases which could be disposed of by the Reserve Bank 
are dealt with at the Government level because some parties find it 
more convenient to approach the Government rather than the Reserve 
Bank. Our case study discloses that during the month of May, 1966, 
the Exchange Control Branch of the Finance Ministry dealt with 172 
cases relating to ‘P’ form approvals (this constituted 14 per cent of 
their total work during that month). Only 30 of these cases were 
references from the Reserve Bank of India and the rest direct from 
the applicants. On random sampling method we noticed that 15 per 
cent of these cases took more than 4 weeks in their disposal. 

11.22. Most of these cases could be finally settled by the Reserve 
Bank if ‘F form procedure was utilised for exchange control consi¬ 
derations alone. There is no reason why a person invited to attend 
a labour conference abroad and needing no foreign exchange from our 
resources should be subjected to the clearance of the Labour Minis¬ 
try. If there are political considerations, whether a foreign govern¬ 
ment’s hospitality should be made use of by Indian nationals, the T’ 
form control is hardly the right weapon to be used for the purpose. 
There is a tendency to secure all miscellaneous Government objec¬ 
tives through this new rule evolved for exchange control purposes. 

11.23. One may at this stage enquire whether the objective 
behind the imposition of restrictions on travel abroad has been 
achieved. The Reserve Bank, while justifying the continuation of 
this restriction often relies on the negative argument namely, the 
possibility of a greater drain on foreign exchange, in case ‘P’ form- 
control is given up. This argument became necessary because there 
was no significant increase in inward remittances into India after 
the introduction of these restrictions. The Government also relies 
on the general and a very sound argument that, in the context of 
foreign exchange shortage, when several other essential require¬ 
ments were not being met adequately, it would be anomalous to 
6pend valuable foreign exchange on holiday travel. They presume 
that those travelling abroad without the release of foreign exchange 
are resorting to some practices which indirectly result in the reduc¬ 
tion of inward remittances. 

11.24. While theoretically this is an excellent argument, the 
worthwhileness of a specific control is to be measured by the tangible 
benefits it confers in relation to the amount of effort by the Admin¬ 
istration and the amount of annoyance to the public. The introduc¬ 
tion of restriction on travel has vitiated the atmosphere to an un¬ 
believable degree. It has given rise to a new class of touts who 
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are thriving on this trade and who have acquired a vested interest in 

it. Their stock-in-trade consists of their knowledge of how best to 
circumvent the regulations. The Reserve Bank which is the premier 
financial institution of the country and commands tremendous res¬ 
pect has come in for a lot of adverse comment on account of this 
control. Executive agencies implementing unpopular controls often 
get their names sullied. We do not think that the benefit this con¬ 
trol has conferred on the country is proportionate to the amount of 
effort and the amount of malpractice it has created. Moreover, there 
are a number of destinations to which travel is free even today and 
persons travelling to these destinations can unauthorisedly travel to 
all other places in the world. It is easy to argue that the Enforce¬ 
ment Directorate can look after them. The acquisition of foreign 
exchange illegally has always been an offence under the Foreign 
Exchange Regulations Act and it was precisely the failure of the 
enforcement which originally led to the introduction of this control. 
It is futile to think that the same machinery will now be able to 
eradicate such unauthorised travel in case Indian nationals travel 
to permissible destinations and then undertake journeys to other 
places. 

11.25. We even go to the extent of prescribing the period of 
absence from India while approving ‘P’ form applications. This is 
an evidence of our misplaced faith in the enforcement machinery 
because there is no drill prescribed whereby people returning to 
India have to make a declaration to customs authorities etc. and the- 
customs officers are under no obligation to examine every passport 
from this angle. In more than one ways this control has been taken 
to extreme limits without the slightest thought to its enforceability. 
The result is only what could be expected namely complete dis¬ 
respect for law. 

11.26. The above narration leads to the following conclusions: 

(a) The diminishing inward remittances which originally led 
to travel restrictions have shown no significant rise after 
the imposition of this control. 

(b) in spite of these restrictions a very large number of per¬ 
sons have travelled abroad after justifying their journeys. 
The removal of these restrictions may raise this number 
only marginally. 

(c) In the present form, with a number of permissible desti¬ 
nations the control cannot be' expected to achieve any 
significant success. 
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d) The needs of export promotion clearly indicate a liberal 
attitude towards business travel and a large number of 
persons can justify their trips abroad on this ground alone. 

e) The fact that the Reserve Bank of India has to look into 
factors like the degree of close relationship between the 
host and intending travellers gives rise to a considerable 
scope for malpractice. 

,i) An entirely new profession of travel touts has come in 
existence who are ostensibly travel agents but are in fact 
engaged in circumventing regulations. 

(g) Even legitimate requests have to undergo protracted in¬ 
vestigations and elaborate documentation causing a dis¬ 
proportionate inconvenience and annoyance to a verv 
large number of persons. 

(h) The Reserve Bank of India as the executive agency for 
enforcing this control has come to have its reputation 
sullied. 

(i) There is no reason to link the diminution in inward re¬ 
mittances entirely with holiday travel abroad. There is 
reason to believe that unauthorised transactions in foreign 
exchange are largely motivated by the activities of 
smugglers. 

(j) A disproportionate amount of labour and time of senior 
officers in the Ministry of Finance and the Reserve Bank 
of India is being wasted on the implementation of this 
drill. 

00 Reliance on this control for checking unauthorised deal¬ 
ings in foreign exchange diverts the attention of the 
Administration from other more appropriate measures, 
e.g. breaking up of illegal remittance channels. 

(1) If the travel restrictions were imposed to conserve the 
foreign exchange resources by preventing the diminish¬ 
ing of remittances there is no rationale in the arbitrary 
fixation of acceptable hosts. 

We feel that the present restriction on travel abroad has failed to 

serve its purpose and we recommend that it should be given up. 

We anticipate no significant increase in the number of persons 

travelling outside India, particularly in the context of the devalua¬ 
tion which has put up the cost of travel enormously. Restrictions 
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have a tendency to create a large pent-up demand and the restric¬ 
tion on travel has transformed foreign travel into a status symbol 
We believe that the problem of dwindling inward remittances can 
'be better solved by strengthening the enforcement machinery and 
breaking up the organised gangs which are facilitating compensatory 
transactions by acting as unauthorised channels of remittances. We 
feel that a restriction on travel on the basis of “acceptable” hosts is 
really no solution to the problem of diversion of the country’s foreign 
■exchange resources to illegitimate and unauthorised uses and would 
recommend the reinstitution of a basic travel quota whereby a small 
■amount of foreign exchange would be permissible once in 3-4 years. 
With the introduction of this travel quota, the present restriction on 
the booking of passages, popularly known as the ‘P’ form control, 
could then be given up. 



Chapter XII 

ECONOMIC POLICY—FORMULATION & IMPLEMENTATION 

12.1. The Government has to perform numerous duties in the 
economic field and in a planned economy, the occasions for govern¬ 
mental intervention are legion. We have already examined several 
specific fields and assessed the working of some of the most import¬ 
ant economic controls exercised by the Administration. Somewhere 
behind this detailed Regulation of the economy must lie a forum 
where economic policy is formulated and the emerging trends are 
subjected to a continuous and watchful review. We will now 
examine the working of some of the Government Departments and 
Agencies which play the leading role in the formulation of Economic 
Policies and in their implementation. 

12.2. Policy Formulation. —In a Parliamentary democracy, econo¬ 
mic policy ultimately has to be made in the Cabinet. The obvious 
difficulty in the exercise of collegiate responsibility in such a large 
body, however, necessitates that the matters of the greatest import¬ 
ance alone reach the highest forum of the Cabinet. The remedy 
adopted is the device of the Cabinet Committees. One such Com-, 
mittee styled as the Committee on Economic Co-ordination is now 
entrusted with the task of co-ordinating and guiding the Govern¬ 
ment activities in the economic field. The Study Team on “Govern¬ 
ment Machinery” has already examined the working of the several 
Committees of the Cabinet and recommended that in the reorga¬ 
nised set-up, there should be an Economic Affairs Committee of the 
Cabinet to direct all activities in the economic field including plan¬ 
ning. To assist the Cabinet and its sub-Committees, the Study Team 
have recommended a modified pattern of staffing the Cabinet Secre¬ 
tariat which should acquire specialised Cells manned by competent 
officers to, inter alia, service these Cabinet Committees. 

12.3. While we would endorse this recommendation, we do not 
think that the proposed pattern of staffing these Cells would be 
appropriate in the case of the Economic Affairs Cell. The most 
striking feature of the “Economic policy formulation” process in the 
Government of India happens to be the comparatively minor role 
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played by economists in it. A number of Ministries like the Minis¬ 
try of Industry, the Ministry of Food and Agriculture, the Ministry 
of Transport, the Ministry of Finance and the Planning Commission 
have Economic Advisers. The Economic Division of the Ministry 
of Finance, Department of Economic Affairs, is headed by the Chief 
Economic Adviser to Government, but his designation does not 
really reflect the nature and the content of his responsibilities. For 
instance, there is no organic link between the Economic Advisers- 
working in the other Ministries and the Chief Economic Adviser; and 
the comparative success and the facility of continuous dialogue 
between them at present is really based on the happy personal 
equation between them rather than on any formal institutionalised 
arrangement. With the passage of time, the Chief Economic Adviser 
in the Department of Economic Affairs has come to assume, the role 
of the Economic Adviser to the Ministry of Finance alone like other 
Economic Advisers in several Ministries. 

12.4. The assumption of some responsibilities by the Economic 
Division of the Planning Commission has, to a considerable extent,, 
led to this situation. This Division is supposed to look after— 

(a) Financial resources and State Plans; 

(b) Foreign exchange and trade sectors; 

(c) Economic policy and growth. 

In these duties, they naturally come in close contact with the Minis¬ 
try of Finance, the Reserve Bank of India and the Perspective Plan¬ 
ning Division of the Planning Commission. They also undertake 
studies on prices, monetary policy, national income, long-term 
trends in the national economy and inter-industry analysis. On the 
other hand the Economic Division of the Economic Affairs Depart¬ 
ment is engaged in the following activities:— 

(a) Research into and study of important economic, financial 
and monetary problems; 

(b) Preparation and maintenance of statistics relating to 
balance of payments, balance of trade, currency and 
coinage; and 

(c) Analysis and study of the foreign financial and economic 
reports received from the Indian Diplomatic Missions 
and the Trade Representatives abroad. 
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12.5. Staff Support: The Chief Economic Arviser. —The overlap 
'between these activities is obvious and to some extent unavoidable. 
We think that the Cabinet and its 6ub-Committee on Economic 
-Affairs should have staff support from the Chief Economic Adviser 
to the Government whose present location in the Department of 
Economic Affairs circumscribes his role and identifies him too much 
-with the point of view of the Ministry of Finance. We would, there¬ 
fore, recommend that the Chief Economic Adviser to the Government 
should he placed in the Cabinet Secretariat and should head the 
,specialised Cell dealing with economic matters. 

12.6. There is also a Committee of Economic Secretaries which 
co-ordinates all activities in this field and through whom matters 
meant for the Cabinet are generaly routed. We would recommend 
that the Chief Economic Adviser to the Government should he a. 
member of the Committee of Economic Secretaries so that they are 
given the benefit of, expert advice which is not unduly coloured by 
the departmental philosophy inevitably developed by the Economic 
Advisers attached to specific Ministries. 

12.7. The Chief Economic Adviser of the Government should be 
formally the head of all Economic Divisions in the various Minis¬ 
tries and should be competent to call for any papers from the Econo¬ 
mic Advisers to ensure that full economic implications of the pro¬ 
posals are being taken into account. 

12.8. The Role of the Department of Economic Affairs. —The func¬ 
tions of the Department of Economic Affairs and the Department 
of Co-ordination, Ministry of Finance, have been enumerated in 
Annexure XI. The Department of Economic Affairs has progressive¬ 
ly relinquished the primary responsibility of economic co-ordination. 
It has lost its initiative and many of its legitimate duties are being 
performed either in the Planning Commission or in the Department 
of Co-ordination. The Economic co-ordination does not have to be 
mixed up with planning. With the gradually increasing participa¬ 
tion by the Planning Commission in the executive decision-making 
■of the Government^ the role of the Economic Affairs Department 
as the main agency of the Government to bring about co-ordination 
in the economic sphere has dwindled. What was left of it was 
taken away formally by the constitution of a new Department oi 
Co-ordination in the Ministry of Finance. 

12.9. The Department of Economic Affairs has limited itself large¬ 
ly to the various problems connected with the management of 
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foreign exchange and the compilation of the Budget. We think: 
that this development ought to be reversed. While the Planning 
Commission can do its independent thinking, decision-making by 
the executive Government is the responsibility of the Department 
of Economic Affairs. The constitution of a single Committee of the 
Cabinet, both for Economic co-ordination and Planning, may help, 
as it will provide a common forum where long-term strategy of 
economic development and the short-term tactics are decided. The- 
Department of Economic Affairs should he squarely responsible for 
the economic co-ordination instead of getting submerged in the many 
detailed and inconsequential functions. The serious inroads made in¬ 
to its legitimate sphere by the Planning Commission and the Depart¬ 
ment of Co-ordination must be remedied. A sister Study Team on 
the “Machinery of Government” is recommending the bifurcation 
of the present Co-ordination Department and entrusting its functions 
either to the Department of Expenditure or to the Department of 
Economic Affairs or to the reconstituted Ministry of Industry. As 
in the case of Industrial Co-ordination where the Planning Commis¬ 
sion have taken upon themselves tasks like the scrutiny of individual 
projects, solely because the concerned administrative Ministries have 
shown a want of initiative, we find the same tendency in the field 
of Economic Co-ordination. Shedding their responsibility of 
co-ordination, the Department of Economic Affairs have progressively 
accumulated tasks which are not at all essential for the purpose of 
its nodal functions. This shift in the functions from the Department 
of Economic Affairs to the Planning Commission also involves 
constitutional impropriety. 

12.10. The Department of Economic Affairs has come to concen¬ 
trate almost entirely on the minute and detailed control on the ex¬ 
penditure of foreign exchange and this control is in the best tradi¬ 
tions of the old and orthodox concept of Treasury Control. 
Negotiating foreign credits, allocating foreign exchange to indivi¬ 
dual Ministries and Projects, clearance to comparatively insignificant 
barter deals, releasing foreign exchange for petty invisible items, 
permitting individuals to travel abroad, are the type of functions 
occupying an inordinately large proportion of the time of the officers' 
of that Department. Their limited perspective and the total dis¬ 
regard of the inherent importance of the work was brought out in 
focus by our case study on the Exchange Control Branch which 
deals with miscellaneous tasks like releasing foreign exchange for - 
officers going oh deputation, individuals attending ■ conferences 
abroad and giving passage clearance under the well-known ‘P’ form» 
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control. In the month of May, 1966, 1248 cases were handled in this 
Branch, 38.5 per cent of which had to travel to the level of 
the Joint Secretary for final disposal and 15 per cent right up to the 
Minister. One would suspect that the emergence of the Depart¬ 
ment of Co-ordination and the progressive encroachments of the 
Planning Commission in the field of Economic Policy formulation 
were at least partly due to the Economic Affairs Department’s pre¬ 
occupation with matters having no apparent intrinsic worth. 

12.11. Technical Co-operation Programmes.—One of the Branches 
of the Economic Affairs Department deals with Technical Assistance 
Schemes. India both receives and gives technical assistance. We 
are quite unable to appreciate why the Department of Economic 
Affairs has to administer these Schemes and get involved in the 
minute details like selecting the personnel to be sent on training, 
arranging for their placements, locating “experts” to be loaned to 
friendly countries, etc. Technical and Economic Co-operation is one 
of the essential functions of an integrated and imaginative foreign 
policy. Recently, an Economic Division has been set up in the 
External Affairs Ministry but an organised programme of technical 
and economic co-operation has yet to emerge. Effort has so far been 

: sporadic and ad hoc and the Ministry of External Affairs deals only 
with those technical schemes which operate under bilateral arrange¬ 
ments. 

12.12. The nature of work involved in the implementation of a 
planned and co-ordinated programme of Technical and Economic 
Co-operation would require a broad-based administrative set-up 
because action would depend on the efforts of the several Ministries 
of the Government, like the Ministry of Education, Department of 
Technical Development, the Ministry of Home Affairs, the Ministry 
of Labour & Employment, etc. But it is quite clear to us that the 
Ministry of External Affairs and not the Department of Economic 
Affairs should shoulder the responsibility for co-ordinating the 
various programmes. 

12.13. The Role of the Economic Advisers.—A number of jobs now 
done in the economic Ministries could be done so much better if 
•economists are associated with it. For instance, in the formulation 
and implementation of a successful import policy a thorough know¬ 
ledge of economics is required because the allocation for different 
imports svithin the available resources has to be made in accordance 
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with the requirements of the economy. This involves an input out¬ 
put analysis in physical terms and cost-benefit analysis of different 
projects from the point of view of their foreign exchange require¬ 
ments. The policy of import substitution has to take into account 
not only the technical feasibility but also the cost of production and 
the quality of output. The export strategy necessitates action on 
several fronts and the association of expert economists to correlate 
divergent economic forces is imperative. There is scope for an 
analysis and evaluation of export policy on a continuous basis. The 
Licensing Committee, as the chief instrument for guiding investment 
decisions in the private sector does not have any economist on it 
and consequently its judgments are based purely on the grounds 
of technical and administrative feasibility. In the existing process 
of examining the projects, the absence of economic analysis pre¬ 
cludes any judgement on the economic implications of a project. 

12.14. Planned economic development necessitates the use of a 
wide repertoire of economic policies, fiscal, commercial and monetary 
and an impressive array of control instruments. The Plan docu¬ 
ment furnishes only the framework of the development in the 
several sectors of the economy. Within this framework considerable 
detail is required to be worked out not only on technical considera¬ 
tions but also for the evaluation of the economic implications of the 
programmes. Thus, apart from fitting the programme into the 
national scale of priorities, it has several other aspects such as 
weighing its costs and benefits as against alternative schemes, its 
capital-output and capital-labour ratios, its foreign exchange com¬ 
ponent both on capital and current account and its net impact on 
the balance of payments especially with a view to synchronising it 
with the foreign debt servicing schedule, etc. These are matters 
which need the most careful and competent economic analysis. If 
planning is to be something more than intelligent guessing, it must 
have a clear understanding of the complex processes of the modern 
economy. It is fairly obvious that sophisticated techniques of eco¬ 
nomic analysis have to form a part of the equipment of the framers 
and co-ordinators of the economic policies. Administrators who 
have to make the final judgement on matters of policy have to be 
supported by expert advice which is based on a scientific economic 
analysis of all connected matters. Enlightened administration 
especially in a developing country needs support from personnel in 
several specialised and technical fields, economic, social, statistical, 
scientific and administrative. 
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12.15. The tools of economic analysis hardly play any role in the- 
functioning of the, Ministries who have undertaken to promote indus¬ 
tries. How a positive policy can be formed under these conditions 
is a mystery. The Departments drift in the maelstrom of events 
trying to keep afloat. A way has to be found to introduce the econo¬ 
mic and statistical knowhow in the policy formulation process. With, 
a limited number of Economic Advisers', the present system by which 
the highly trained economists are made to deal with footling 
routine matters is a waste of scarce resources. We are quite aware 
that economic expertise by itself does not solve the problem of 
economic policy-making. Economic policy-making is not always a 
scientific exercise admitting objective impartiality. It is insepar¬ 
able from political assumptions. It is still essential that expert 
advice should be available and adequate consideration given to it. 

12.16. Our studies showed that expert economic advice is not 
sufficiently utilised even in matters like imposing price control on 
various commodities. Generally, the Economic Advisers are not 
being used in the fields where their advice should be most crucial.. 
On the other hand, we were amazed to see that the Economic Advi¬ 
ser in the Ministry of Industry was fully saddled with the adminis¬ 
trative routine of allocating foreign exchange to private sector pro¬ 
jects for the import of capital goods. In our chapter on the ‘Manage¬ 
ment of Foreign Exchange’ we have made a specific reference to 
this item of work. It may be argued that a person entrusted with 
the task of making the optimum use of country’s foreign exchange - 
reserves comes to have a proper perspective only when he is closely 
associated with the administrative routine which will give him a 
complete picture of the progress achieved in the various sectors. We- 
consider this argument as totally fallacious. It is one thing to ear¬ 
mark different lines of credit for different industries based on the 
evaluation of the industry’s specialised requirements and the credi¬ 
tor country’s capacity to supply the equipment. But it is quite 
another thing to be engaged in routine administrative correspond¬ 
ence with every single project which invariably leads to the relega¬ 
tion of important functions to the background. We would, therefore,- 
recommend that the Economic Adviser in the Ministry of Industry 
should not he bothered with the routine tasks of looking after every 
single project’s requirements and the resultant correspondence that 
it entails. 

12.17. The Indian Economic Service.—In order to provide to the 
administration a regular cadre , of career economists as experts in* 
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the field of economic analysis, the Government of India constituted 
the Indian Economic Service in 1961. The members of the Service 
were meant to man the posts having economic functions in the seve¬ 
ral Ministries like Finance, Food and Agriculture, Industry, Labour, 
Commerce, Planning Commission, etc. There seems to be a funda¬ 
mental misconception about the role which the personnel in this 
Service has to perform in the field of ‘Economic Admin'stration’. It 
is significant that the Service has been styled as ‘Economic Service’ 
and not as ‘Economic Administrative Service’. If the object was 
to produce administrators with high academic qualifications in eco¬ 
nomics, the question could have been tackled in a very much easier 
fashion by recruiting in the IAS itself some persons with an adequate 
background of economics. But this would not have provided a 
nucleus of expert economists to advise administrators on the econo¬ 
mic implications on the several policies and projects. The officers 
of the Economic Service were not meant to formulate policies or 
to implement them. The value of this personnel depends entirely 
on the amount of professional expertise they develop and their pro¬ 
fession is that of economists and not administrators. We have stated 
above that Government policies have several implications and 
economic implications are only some of them. To single out the 
economic aspect as a sole guiding principle of administration is 
neither justified nor feasible. There are innumerable jobs with the 
Government and the public sector undertakings where basic under¬ 
standing of economic factors is an asset and indeed indispensable. 
It would, however, he a grave error to think that technically profi¬ 
cient and professionally competent economists are equipped to handle 
administrative jobs. No amount of academic proficiency or associa¬ 
tion in the policy formulation and implementation in the capacity 
of expert advisers can equip these officers to take administrative 
jobs on themselves. 


12.18. Structure of an Economic Ministry.—In the recent past, 
there has been considerable controversy about the ideal structure 
of a Secretariat Department and, in particular, the merits of the 
officer-oriented system which was introduced on an experimental 
basis in some Departments. A judgment on this matter essentially 
has to be based on the concept of the Secretariat’s role in the formu¬ 
lation and implementation of Government policies. While the Study 
Team on the ‘Machinery for Government’ will be dealing fully with 
this matter, we have to consider whether the structure of a Ministry 
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dealing with industrial and economic matters has necessarily to con¬ 
form to the normal pattern followed in other Secretariat Depart¬ 
ments. With a greater autonomy to the public sector projects, the 
role of the Secretariat in the Ministries dealing with industries will 
be having a greater emphasis on laying down of policies, making 
periodical appraisals, suggesting ways and means of achieving the 
desired development and more positive effort to achieve the indus¬ 
trial targets fixed for the strategic sectors of industry. These tasks 
certainly cannot be performed in the old orthodox-type Sections in 
the Secretariat. The lower formations of a Department in the Secre¬ 
tariat essentially perform only memory functions. These functions 
are quite important in administration because the concept of ‘equity’ 
and ‘fair play’ necessitates a great reliance on precedents. But a 
Department geared to the positive role of development of particular 
industries will have little use for these formations. The nature of 
the decision-making process in such a Department is significantly 
different from that prevailing in a normal administrative Ministry. 
The excessive anxiety to have correct decisions rather than prompt 
ones has to be given up. A bad decision made on time will not be 
as costly as a good decision made too late. In the process of pre¬ 
venting poor decisions, delayed and hence costly decisions are 
ensured. We are quite clear in our minds that the delay with the 
Idea of excluding all error is the one unforgiveable mistake. 

12.19. We will not enter into the controversy relating to the place 
of the general administrators vis-a-vis the technical experts in the 
decision-making process of the Secretariat. We are of the view that 
the controversy generally misses the central point, namely, that both 
the generalists and technical experts have a distinct part to play 
and that the designations of the posts do not really matter. To argue 
that the technical Departments are to be manned by technical offi¬ 
cers exhibits a lack of understanding of the nature of decisions that 
are required to be made in the top rungs of these Departments. It 
would, however, be quite a different thing to suggest that, with the 
growing complexity of Government’s functioning and the increas¬ 
ing implications of the Government decisions, generalists entrusted 
with decision-making should have a greater and more intimate 
knowledge of the technical matters they are handling. The Secre¬ 
tariat needs specialised advice and the advice does not have to be 
restricted to a single specialised field. A single act of the Govern¬ 
ment has its implications in far flung fields and it would be a grave 
error to single out experts in a particular field. Expert knowledge 
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is not the only constituent of policy and a generaiist alone can 
synthesize the numerous implications in apparently unconnected 
fields. 

12.20. We have stated above that the general administrator has 
to be armed with an adequate staff support by way of expert advice. 
In the controversy as to who should fill the top posts of the Govern¬ 
ment this aspect has been sadly ignored. What is needed is the 
creation of specialised expert advice agencies. The device is not 
restricted to one particular discipline. For instance, a Department 
of the Government charged with the promotion of industry must 
provide the top executive with experts in the field of Engineering. 
Cost Accountancy, Company Management and Economic Analysis. 
This clearly establishes the need to introduce in the Ministries deal¬ 
ing with industrial matters, technical personnel to advise the top 
executives on the technical implications of every proposal. It will 
be futile to waste technical talent at lower levels for the country’s 
resources of qualified personnel are also limited. We would recom¬ 
mend that, in order to enable the Ministries of the Government to 
discharge satisfactorily their developmental functions in the indus¬ 
trial sector, expert advice of the technically qualified personnel 
should be introduced at jniddle-management level. In tht 
hierarchy prevailing tp-cj^jy, these advisers should be of sufficiently 
high status so that their yieys get the full weight which they 
•deserve. 

12.21. Looking to the 6ize of the investment the country is mak¬ 
ing in the public sector, the administrative Ministries in charge of 
public sector projects have to perform several functions which make 
technical knowledge quite essential. We take it that our sister Study 
Team on ‘Public Sector Undertakings’ is making recommendations 
whose implementation will reduce the load on the administrative 
Ministries in charge of public sector projects and matters of pure 
administration will be rightly left to the projects themselves 
Residuary functions of the Ministry will have a greater technical 
content for which Technical Advisers in the Ministries will be 
indispensable. 

12.22. We will have to find the technical personnel required for 
these Ministries from the public, sector undertakings or from the 
Organisation of the DGTD. We should, however, avoid a system 
whereby the DGTD’s Organisation comes to look upon these jobs 
as their normal entitlement because thic will eventually lead tn the 
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breaking up of the DGTD’s Organisation itself and result in its loca¬ 
tion in the numerous administrative Ministries. What is required 
is technical personnel who can appreciate the technical aspects of 
the industries’ problems and suitable officers for this purpose could 
be located in several fields. We hesitate to recommend bringing in 
the personnel from the private sector on a contract basis because 
these officers will, in the normal discharge of their duties, come to 
possess information about private sector projects which will be high¬ 
ly confidential and which cannot be divulged to their competitors. 
In due course, the public sector undertakings will build up large 
cadres of technical people and their placement in the Ministries will 
have the double advantage of benefiting the Ministries and the pro¬ 
jects as well. 

12.23. There is a practice of appointing a few Special Officers in 
the Ministries to look after the problems of specific major industries. 
The practice is not uniform, but generally, Administrative Officers 
have been assigned this task. We appreciate that the role of the 
Government, specially in the system contemplated by us, will be 
more developmental and positive. Industry encounters several bot¬ 
tlenecks, both at the level of the Government of India and State 
Government. Somebody has to look after these problems, but we 
would prefer technical personnel to be appointed as Special Officers 
because they alone will be able to do full justice to the duties they 
are expected to perform. 

12.24. We also believe that the generalist officers dealing with the 
industrial and economic matters will have to have a greater ground¬ 
ing in matters like Company Law, Revenue, Company Management,. 
Economic Analysis. They do not have to be experts but they ought 
to have some special experience and a sound background of econo¬ 
mic and industrial fields. The problems of the Administration in a 
welfare State, far from being universal, are increasingly demanding 
specialised knowledge. “The absence of such specialised knowledge 
invariably leads, not to the absence of theorising, not to hard-headed 
realistic empiricism but to jejune mediations based on a set of simple 
theology and beliefs if not on some long since exploded fallacy." An 
eminent person stated before the Administrative Reforms Commis¬ 
sion that the present system is characterised by multiple layers of 
inexpertise. Others have been more forthright and described it as 
the “two-tier dilettantism.” 

12.25. To get an idea of the special personnel requirements and 
to arrive at a correct structure of a Ministry dealing with industries^ 
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we tooK the sample of the Department of Chemicals and ascertain¬ 
ed the views of the officers working in the Department itself. From 
the views expressed by these officers, we noticed that 50-60 per cent, 
■of their time is devoted to the planning of public sector projects and 
■dealing with several references on administrative and financial mat¬ 
ters from these undertakings. Only 5-10 per cent of their time is 
devoted to matters of general policy like fixing of industrial targets, 
review of progress achieved, imposition and removal of price con¬ 
trol. Almost all of them have expressed the view that there is no place 
in these Ministries for the orthodox type of Sections because the 
nature of work involves more of appraisal and very little of routine 
administrative processes. 

12.26. All these officers felt that specialised and technical know¬ 
ledge in the field of industry handled in the Ministry would be 
advantageous even for officers who need not be technical. Another 
view that has emerged is the near unanimous opinion that a Ministry 
dealing with industries should have Technical Advisers to deal with 
project appraisals and to appreciate the problems of industries. 

12.27. Central Economic Pool.—The need for the specialised 
knowledge in general administrators who man industrial and econo¬ 
mic posts has been recognised. The Government have under active 
consideration the setting up of a Central Economic Pool. The officers 
in the Pool will be required to man such posts under the Central 
Government as are connected with the economic activities. The full 
details regarding the initial formation of this Pool, the method of 
selection, the career planning, the in-service training, the subsequent 
replenishment, etc. are not yet available. Based on the details of 
the erstwhile Central Administrative Pool, which the new Econo¬ 
mic Pool will supersede we will make the following observations:— 

(1) Jobs of economic nature are not limited to the Central Gov¬ 
ernment alone (leaving out, for the time being, the requirements of 
the public sector projects for which an Industrial Management Pool 
is contemplated). Since the Indian Administrative Service, which 
will provide the bulk of this personnel, is meant to meet the re¬ 
quirements of the Government of India and State Governments as 
well, it is obviously inappropriate to earmark all suitable officers for 
economic job« in the Government of India alone. This may dis¬ 
courage the State Governments from allowing some of their well- 
qualified officers to enter the Pool. 
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(2) While the strength of the Central Administrative Pool was 
fixed, there was no specific earmarking of posts which could be 
categorised as of an economic nature. The result may well be that 
officers specialising in this field are wasted in jobs unconnected with 
the economic activity. The temptation to do so may well arise 
out of the promotional chances available elsewhere. 

(3) The scheme also contemplated confirmation of officers per¬ 
manently in the Pool. While we recognise the need for a certain 
amount of continuity to enable these officers to acquire a complete 
understanding of economic affairs, we do not approve of the con¬ 
cept of a permanent detachment of the officers from their parent 
Service. It is imperative to preserve the generalist background of 
the officers inducted in the Pool. What we should build up is d 
reserve of officers who, while remaining generalists have a specialis¬ 
ed experience useful for the purpose of economic administration. 
We are definitely against the formation of a Pool which possesses 
the characteristics of a new Service altogether. We have a feeling 
that Pools of a static nature are being formed to remedy the basic 
failure of the personnel agency in the matter of career planning of 
administrators available with the Government. However perfect 
the machinery of initial selection and the mode of subsequent re¬ 
plenishment may be, a formalized Pool is bound to create vested 
interests and inhibit the entry of suitable candidates at stages suo- 
sequent to initial formation. A reserve of officers considered suit¬ 
able for economic administration, coupled with a more purposeful 
personnel placement policies should obviate the need for any such 
formal Pools. 


(4) For the reserve of officers earmarked for Economic Adminis¬ 
tration, selection could appropriately be made from officers of various 
Services who have put in at least 10 years’ service in their parent 
Departments. It is at this middle management level, when the 
diverse talents of the personnel have taken a definite shape and 
direction, that further career planning becomes necessary. Economic 
Administration is not the only field of specialisation and with the 
growing diversity of Government tasks, there will be a need for a 
number of reserves earmarked for specific activities. We are against 
any system where, after confirmation, officers will continue to serve 
in a specialised field totally severing their connection with the parent 
Service. 
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12.28. The Indian Trade Service.—The Study Team on ‘Import 
and Export Trade Control Organisation’ under the Chairmanship of 
of Shri H. C. Mathur had recommended the constitution of 
a new Central Service styled as the ‘Indian Trade Service’ 
mainly to provide for the need of the Import and Export Con¬ 
trol Organisation. This Team went on to say that the Service 
should gradually encompass within its fold other cognate activities 
where proficiency in matters of trade and commerce would enable 
the members of the Service to make a useful contribution. They 
recommended that the scope of the Service could be extended to 
agencies like the Export Promotion Directorate in the Ministry of 
Commerce, Trade Representations abroad and GATT and other com¬ 
mercial Sections in the Ministry of Commerce. While we have no 
objection to the creation of a service to look after the requirements 
of the Import and Export Control Organisation, we do feel that the 
talent required for import licensing does not really equip an officer 
to design export promotion strategies and to deal with the policy 
matters in the field of commerce. In fact, these jobs should rightly 
belong to the officers who have been inducted in the Economic Pool 
(or the Reserve). Administration of Import Control and the 
mechanics of licensing, we feel, are totally different from the broad 
questions relating to International Trade. 

12.29. The Concept of Accountability.—With the increasing inter¬ 
vention of the State in the economic activities of the country, officers 
of the Ministries dealing with Economic and Industrial Sectors have 
come to exercise enormous power. Without seeming to give an 
impression of underestimating the importance of accountability, we 
wish to state that the initiative of these officers is unduly curbed 
when an occasional error is singled out and their performance assess¬ 
ed with reference to isolated actions rather than their total achieve¬ 
ments. We feel that the very concept of accountability must alter 
if the urgent tasks entrusted to Economic Administration have to be 
performed without undue fear of consequences and the resultant, 
reluctance to take responsibility. The remedy lies in the non-inter., 
ference by Parliament in the day-to-day administration not ques¬ 
tioning decisions unless serious allegations of corruption are made 
and curbing ill-informed criticism. 
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MANAGEMENT OF FOREIGN EXCHANGE 

13.1. Foreign exchange budgeting in its present form was 
introduced in 1957 when our foreign exchange resources came under 
a serious strain. The context in which this exercise was started 
lends a special colour to the method and the technique of budgeting. 
Today, it is primarily a system of estimating the receipt and expendi¬ 
ture of foreign exchange over a given period and partakes of the 
nature of a rationing system. 

13.2. A foreign exchange budget should not merely provide 
estimates of resources and requirements over a period, but in a 
developing country faced with a chronic balance of payments diffi¬ 
culty it should also attempt to allocate this scarce resource among 
competing users. This would involve a pre-determined order of 
priorities on the basis of which an efficient allocation can be secur¬ 
ed. It is quite conceivable to achieve a balance in the country’s 
external account without undertaking allocation of foreign exchange 
on the basis of individual licensing. For instance, the available 
amount of foreign exchange could be doled out on the ‘first come 
first served’ basis or on the basis of any other arbitrary method. 
Such a system, however, cannot discriminate between the relative 
merits of alternative uses of foreign exchange. Once the use of 
price mechanism for the S'llocation of scarce foreign exchange re¬ 
source is abandoned, the imperatives of a planned economy logically 
lead to a systematic allocation through budgeting. In a planned 
economy it goes without saying, the method of operation as well as 
the criteria adopted by the foreign exchange budget have to be 
integrated with the requirements of the overall Plan. Control over 
the use of foreign exchange vests the authorities with significant 
powers for regulating the use of aggregate domestic resources either 
by the private or by the public sector. At our stage of develop¬ 
ment, use of domestic resources can be completely thwarted by lack 
of complementary foreign exchange resources. 

13.3. A Development Plan starts with the given target of in¬ 
crease in the national income. This involves an estimate of the 
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-total consumption expenditure and the expected composition of the 
aggregate consumption demand. It also involves a conscious choice 
between domestic production and imports to satisfy the anticipated 
consumption demand. This would, in turn, lead to an option 

between imports and increased domestic production as a source of 
supply for both capital goods and intermediate inputs. Given the 
decisions regarding sectoral outputs as well as sectoral imports of 
various kinds, namely, intermediate goods, consumer goods and 
capital goods, the overall requirements for the Plan are determined. 
This exercise is to be repeated until a consistent picture of pro¬ 
grammes and projects which do not require more than the antici¬ 
pated availability of foreign exchange resources is arrived at. In¬ 
asmuch as a country’s foreign exchange earnings are not indepen¬ 
dent of its development programme and are in fact a function of 
its size and composition, realistic assessment of foreign exchange 
availability and demand can be a crucial determinant of the size 
and the composition of the country’s development plan. 

13.4. The choice of a development programme can be analysed 
from the point of view of its implications with reference to any one 
scarce factor. The Draft Fourth Five Year Plan and the discussion 
arising out of it gives, considerable weight to the amount of internal 
investment which will be forthcoming during the Plan period, but 
the complementary requirement of foreign exchange, in whatever 
way computed, has not received the attention which such a critical 
resource deserves. 

13.5. Within the framework of a Five Year Plan, annual deve¬ 
lopment programmes are worked out and incorporated in an annual 
fiscal budget. The foreign exchange budget should really be looked 
upon as an instrument by which the foreign exchange component 
of an overall development plan is implemented from year to year. 
Foreign exchange budget should perform functions very similar to 
and inter-related to the functions of the annual budget. The annual 
development programme translates the sectoral targets into concrete 
and detailed individual projects and programmes of action and each 
of these functions has its counterpart in the foreign exchange budget. 
This close correspondence between the fiscal and the foreign ex¬ 
change budgets ought to be fully appreciated. 

13.6. The formulations of the foreign exchange budget and of 
the annual development plans are inter-dependent processes, one 
{reacting on the other. The size and the composition of an ann u a l 
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development plan will be governed not only by the technical re¬ 
quirements, phasing of individual programmes and the absorptive 
capacity in terms of administrative ability, but also by the amount 
of resources, domestic and foreign, available during the year. In¬ 
adequacy of the foreign exchange resources may force a choice 
which may be either inter-sectoral or inter-temporal. We, however, 
find that the annual plans within the framework of the Five Year 
Plan are more or less settled primarily on the consideration of the 
availability of the internal resources without adequate regard to the 
implied foreign exchange obligations. This can be remedied only 
if the foreign exchange budget and the annual developmental pro¬ 
gramme are finalized simultaneously. We are quite aware that the 
estimates of foreign exchange availability are bedevilled with an 
enormous amount of uncertainty but we are convinced that even 
the present practice wherein the foreign exchange estimates are 
attempted considerably after the annual fiscal budget is finalised in 
no way reduces this margin of uncertainty. We are, in the bargain, 
losing the advantage of a valuable criterion which can indeed be 
the final determinant of the annual development programme. We 
would, therefore, recommend that the foreign exchange estimates 
should he undertaken simultaneously with the working out of annual 
development programmes and the foreign exchange budget should 
he finalised at the same time as the country’s annual fiscal budget. 

13.7. This is all the more important since the scope of manoeuv¬ 
rability is far more restricted in the case of foreign exchange than 
for any other resources. In the short run, there are considerable 
limitations in the process of readjusting the amount and pattern of 
foreign exchange expenditure. The limitations mainly arise due to 
the inflexibility of some claims on foreign exchange resources due 
to previous commitments. Commitments are imposed by the in¬ 
complete investment projects started earlier, inescapable imports 
like steel, food and fertilizers, foreign aid tied to specific projects, 
invisible payments of interest and repatriation of loans and invest¬ 
ments, royalty payments, remittances of profits and dividends etc. 

13.8. These inflexible items having a prior claim on foreign ex¬ 
change resources leave only a restricted area of manoeuvrability. 
The decision regarding the optimum pattern of accommodating the 
remaining claims on foreign exchange will be guided by the same 
broader consideration which went into the formulation of the annual 
development programme. The same basic choices which conlront 
the authorities at the time of the formulation of the annual plan 
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have to be faced again. Since the import of investment goods ha& 
been almost completely linked with foreign credits, the choice 
ultimately is limited to the allocation of components and inter¬ 
mediates and other current inputs to the different sectors of industry. 

TECHNIQUE OF BUDGETING 

13.9. Under the present system, every half year (recently every 
year) an assessment of the foreign exchange resources available to 
the country is made for meeting the existing obligations and for 
distribution of the balance amongst the various competing demands 
for foreign expenditure. The control on the expenditure of foreign 
exchange is exercised at the point of commitment and not at the 
stage of actual outgo of foreign exchange. This system is inevi¬ 
table inasmuch as the outgo of foreign exchange cannot always be 
precisely determined, time-wise but it also has its serious drawbacks 
in the shape of periodical crises due to the bunching of the past 
commitments during a particular period. Though detailed and ela¬ 
borate information is sought from the public sector projects regard¬ 
ing their foreign exchange requirements over the next year or two, 
these estimates do not always provide a sound basis for budgeting 
for a comparatively short period of 6 months. 

13.10. The reason advanced for making six-monthly forecasts is 
that Indian exports largely rely on the performance of agricultural 
and agriculture-based commodities. The vagaries of the monsoons 
have a s gnificant impact on the performance of these exports and 
the consequent availability of foreign exchange. A good deal of 
the uncertainty about allocations also arises from the uncertainty 
of the requisite aid forthcoming from the donor countries. However, 
for some essential imports allotments are made on a yearly basis, 
tyhile we do see the force of this contention and do recognise that 
short-term budgets are a logical result of living dangerously near 
the margin, we wish to point out that uncertainty of allocation can 
have a serious impact on the investment decisions of entrepreneurs 
and planning of production in industrial units. Undue accummula- 
tion of inventories is a common phenomenon in the industrial sec¬ 
tor of India but this unsatisfactory situation arises directly from the 
uncertain nature of future allocations. 

Here we would like to mention the recent change made in the 
allocation of foreign exchange to 59 priority industries for their 
maintenance requirements. Though the actual licences are issued 
to them to look-after their needs from time to time, an assurance 
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has been given to these industries regarding the continuing alloca¬ 
tion to meet their full requirements. To non-priority industries, 
however, there is no such assurance and they have to grapple with 
their six-monthly quotas. As a practice of general applicability, we 
will recommend that the allocation of foreign exchange for the main¬ 
tenance requirements of industrial units should be done on an annual 
basis even if it is to be at a lower level so as to take care of any 
unforeseen contingency. Priority industries may continue to enjoy 
the facility extended to them at present but even non-priority indus¬ 
tries deserve to have an element of certainty so that they can plan 
their production programmes. 

13.11. The data which forms the basis for the foreign exchange 
budget has numerous limitations. In the balance of payments 
statistics, exports are estimated on the basis of shipment; imports 
are estimated on the -basis of actual payments. The Reserve Bank’s 
accounts do not distinguish between debts repayable in foreign ex¬ 
change and debts repayable in rupees. Most transactions are re¬ 
corded only when they are finalised in the accounting sense and, 
therefore, the picture presented is not up-to-date. Imports without 
payment, i.e. financed either by short-term debt or by direct private 
investment are not recorded at all. Consequently, repayments of 
suppliers’ credits are recorded as imports. Trade statistics cannot 
be reconciled with balance of payments data. 

13.12 The foreign exchange budget whose utility largely 
.depends on accurate forecasts of the country’s balance of payments 
becomes a series of intelligent guesses due to the imperfect data 
available to the Administration. Periodical crises in foreign ex¬ 
change are a sad commentary on our management techniques and 
forecasts based on an inadequate data have a limited operational 
utility. We would, therefore, recommend that the system of data 
jollection in the Reserve Bank should be improved so as to provide 
a more reliable basis for estimating the availability and expenditure 
of foreign exchange. We understand that the Reserve Bank of India 
is fully seized with this problem and action has been initiated 
whereby all the relevant data will be flowing from the licensing 
authorities and the authorised dealers in foreign exchange to the 
Reserve Bank of India who are thinking of introducing a computeriz¬ 
ed system of data collection and analysis. We fully endorse this 
move and would recommend an early implementation of this pro¬ 
gramme. 
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13.13. Making allocations is not just a simple matter of authoris¬ 
ing imports equivalent to the foreign exchange estimated to become 
available through exports and foreign aid minus debt payments dur¬ 
ing the current period. It also involves making estimates of the 
foreign exchange which will be absorbed by past allocations during, 
the current period and by the proportion of the current allocation 
which will result in cash payment during the current period. The 
only statistical basis on which these estimates are founded is a study- 
made by the Reserve Bank which does not distinguish between the 
categories of imports and areas of origin. The knowledge of the 
behaviour of payments of each category of imports does not go much 
further than the general knowledge that the bulk import of food- 
grains, pertroleum products, newsprint and fertilisers are readily 
translated into payments. Thus, for lack of adequate knowledge 
during any given period, the foreign exchange budget cannot pre¬ 
vent sudden increases or decreases in payments unrelated to the 
value of licences issued during that period. We do hope that, with 
the introduction of an improved data processing system the Reserve 
Bank will be in a position to make more accurate computations of 
the time-lag between licensing and actual outgo, commodity-wise 
and destination-wise. 

13.14. Foreign exchange is the most vital scarce resource not 
only because of the shortfall between its availability and demand 
but also because it can make good the shortfall of most other re¬ 
sources. The foreign exchange resources entering into the budget 
are made up by way of exports to convertible currency areas, import 
ceilings available under bilateral trade arrangements and certain 
multipurpose lines of credit, and credits available for importing 
specific categories of current production materials. Funds clearly 
tied to specified investment projects are left out of the budget. Most 
of the capital goods imports of the private sector are also financed-, 
by funds which are left out of foreign exchange budget and are re¬ 
served for capital goods imports. Each chapter of the budget is 
sub-divided in great detail both vertically and horizontally by the 
type of foreign exchange and by the users, except for the commer¬ 
cial import items where the sub-division is only vertical. The 
budget not only specifies in great detail the precise expenditures for 
which foreign exchange is allocated but also specifies the type of 
funds that should be used for each category of expenditure because 
a great proportion of India’s foreign exchange is in fact not con¬ 
vertible. The Ministry of Finance takes the view as to which 
credits are best-suited for specific expenditure and allocates them 
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in view of considerations such as specific reservation made in the 
credit arrangements, availability of needed goods and their prices 
etc. Funds available under bilateral trade agreements have to be 
spent in determined proportions on determined type of goods. 

13.15. So fair as the foreign exchange requirements of the public- 
sector are concerned, allocations are made to the different Minis¬ 
tries specifying the funds available for each category of imports 
like the spares for machinery, steel, non-ferrous metals, raw 
materials, for each of the public sector enterprise functioning under 
the responsibility of the Department. The specific disbursement re¬ 
quests have to be routed through the Ministry of Finance. The 
disbursement authorisation is then granted subject to the verifica¬ 
tion that the disbursement does correspond precisely to an item in¬ 
scribed in the budget. We presume that only projects of strategic 
importance to the economy are normally taken in the public sector 
whose requirements of imported capital goods have a prior claim on 
the country’s resources. But so far as maintenance requirements 
are concerned, we would recommend that there should he a unit-to- 
unit ■parity between the public and the private sector. 

13.16. The present practice whereby the allocation for mainten¬ 
ance imports is placed at the disposal of the Ministry of Industry, 
whose Economic Adviser, after consultations, again sub-divides the 
allocations does not seem to be based on any clearly definable con¬ 
siderations. We do feel that this process of sub-division is not fully 
informed of the capital investments made in the various fields nor 
is it guided by the composition of the investment expenditures pro¬ 
posed in the succeeding years. The estimates of raw material re¬ 
quirements for various industries ought to be based on a study of 
the input-output relationship between different industries. To the 
extent imported raw materials supplement the domestic production 
of the same or the substitute raw materials, a forecast need be made 
regarding the extent of domestic production of such raw materials. 
The DGTD today possesses some information, however, imperfect, 
regarding the requirement of various industries of the imported raw 
materials and spare parts on the basis of full capacity production. 
In a situation where the full requirement cannot be met, the alloca¬ 
tion of resources ought to be made in the light of what is considered 
desirable in view of the relative levels of the utilised capacity and 
hence of output i'n different sectors. The information system evolv¬ 
ed by the DGTD should also be armed with some knowledge of 
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the existing inventory stock with various industries. In the exist¬ 
ing situation of perpetual uncertainty, there is a built-in tendency 
• among the industrial units to accumulate inventories which is totally 
wasteful. Allocation of foreign exchange resources has not only 
inter-sectoral implications but can have repercussions on the gene¬ 
ral monetary policies and the operation of selective credit controls 
in force by the Reserve Bank of India. We have a feeling that the 
present system of the management of the foreign exchange is not 
.fully informed with its far-reaching consequences. We would, 
reiterate the recommendation we have made earlier, while comment¬ 
ing on the Import Control, namely that the DGTD should arm 
himself with complete data regarding the installed and the utilised 
capacity of the various industries, the amount of imports in the pro¬ 
cess movement, stock at the beginning and at the end of the period, 
actual amount of imports against licences given and the total antici¬ 
pated demand and domestic production. This data alone will equip 
the Economic Adviser in the Ministry of Industry to make any 
meaningful apportionment of the limited amount at his disposal. 
We will also recommend, that the Economic Adviser should divest 
himself of the innumerable routine and administrative duties that he 
is saddled with in his capacity ds the Secretary of the Capital Goods 
Committee. 

IMPORT OF CAPITAL GOODS 

13.17. The Study Team on Import and Export Trade Control Or¬ 
ganisation trader the Chairmanship of Shri H. C. Mathur, had examin¬ 
ed in great detail the present drill whereby the applications for the 
allotment of foreign exchange for the import of capital goods are pro¬ 
cessed and have made a number of recommendations to streamline 
the procedure to secure a speedy disposal. While we would endorse 
the major suggestions of the Study Team to expedite disposal of cases 
either in the office of the CCIE or in the office of the DGTD or other 
sponsoring authorities, we find ourselves in disagreement with some 
of their suggestions which obviously were based on the presumption 
that the present industrial licensing method had to continue with 
all its rigours. In fact the effectiveness of the industrial licensing 
system was beyond; the scope of the Study Team and was conse¬ 
quently taken for granted by them. We have dealt with the merits 
and demerits of the present control over investment via the indus¬ 
trial licensing procedure and have come to the finding that this type 
of investment control, essentially negative in character, was unduly 
inhibitive and not geared to the positive role which the Government 
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has to perform to speed up the industrial programme. If tn«= pre¬ 
sent industrial licensing procedure is modified in consonance with 
our recommendation, the allocation of foreign exchange for the im¬ 
port of capital goods will assume a critical importance and the pro¬ 
cessing of these cases will need a more purposeful consideration than 
hitherto. 

13.18. The Mathur Team had recommended that the individual 
applications for CG Licences which are now referred to the concern¬ 
ed administrative Ministries before they are placed before the Com¬ 
mittee need not be referred to such Ministries at all. They probably 
thought that, with the grant of an industrial licence, the administra¬ 
tive Ministry had already blessed the industrial project and exhaust¬ 
ed their jurisdiction. In the system contemplated by us, the adminis¬ 
trative Ministry concerned v/ill have quite a vital role at the time 
of earmarking the scarce resource of foreign exchange for indus¬ 
trial projects. 

13.19. It was only in 1957 when foreign exchange reserves were 
dangerously depleted that an i'nter-departmental Committee called 
the Capital Goods and Heavy Electrical Projects Committee was 
constituted in order to ensure that the available foreign exchange 
was utilised to the best advantage for the development of industries 
Two other objectives were sought to be achieved by this detailed 
process, namely, to ensure that the import of capital goods was in 
line with the general industrial targets set in the Plan and to maxi¬ 
mise the use of indigenous products wherever practicable. There is: 
an ad hoc Committee for the import of capital goods which deals: 
with import applications involving amounts not exceeding Rs. 20 
lakhs when the imports are meant to be made from the rupee pay- 
ment area and Rs. 5 lakhs from elsewhere. The objective behind 
this demarcation was that only those requests need come to the 
ad hoc Committee which relate to replacements, balancing equip¬ 
ment, modernisation and development needs of existing units and 
small scale industries. The Mathur Study Team referred to above, 
found this demarcation rather unsound and have suggested that only 
such cases need go to the CG Committee wherein an industrial 
licence is involved and the rest be considered by the ad hoc Com¬ 
mittee. They have gone on to say that the function of import licens¬ 
ing is primarily that of the CCIE and the role of the Ministry of 
Industry comes in for industrial licensing purposes only. We have 
a different conception of the Industry Ministry’s role and hence 
do not endorse this recommendation. With the modification in the 
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industrial licensing procedure, as recommended by us, allocation of 

foreign exchange for the import of capital goods will assume greater 
importance and the Ministry of Industry, being in overall charge of 
the general policies relating to the industrial sector, will have a use¬ 
ful role to play. 

13.20. The Mathur Study Team have conducted excellent case 
studies to locate the points where delays occur and suggested pro¬ 
cedural changes to speed up the process. We will, therefore, not go 
over the same ground once again. However, in order to examine 
the utility and the effectiveness of the present system of allocating 
foreign exchange for the import of capital goods, we conducted our 
own case study in the functioning of the Capital Goods Committee 
(for full report please see Appendix VI, Part II) and have come to 
the following findings. 

13.21. For a sample, we took all the cases that came up before 
the CG Committee during the month of October in each year of 
1963, 1964 and 1965. The disposal of 188 cases which came up be¬ 
fore the Committee was as follows:— 




Oct. 

1963 

Oct. 

1964 

Oct. 

1965 

Total 

% 

I* 

Total number of cases considered 

64 

S3 

4i 

188 

too 

2. 

Total number of cases approved 

52 

56 

35 

143 

76 

3- 

Total number of cases approved and kept 
cm the waiting list. 

2 

11 

— 

13 

7 

4- 

Total number of cases rejected . 

I 

9 

I 

II 

6 

5- 

Total number of cases deferred or with¬ 
drawn . 

9 

7 

5 

21 

it 

13.22. The break-up of 143 cases which were approved according 
to the source of financing is as follows: — 


Source of finance 

Oct. 

1963 

Oct. 

1964 

Oct. 

1965 

Total 

% 

I. 

IFC/ICICI. 

37 

22 

13 

72 

50 

2- 

Direct credits .... 

6 

13 

9 

28 

20 

3- 

Rupee payment .... 

3 

8 

5 

l 6 

II 

4- 

Foreign investment and private loan 

6 

13 

8 

27 

19 


Total 

52 

56 

35 

143 

100 


42 H. A.—16. 
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13.23. It will be noticed that 50 per cent of the approvals were 
against foreign exchange sub-loans from the credits available with 
the IFC and the ICICI. Up to the year 1965. parties were referred 
to these financing institutions rather indiscriminately. This, added 
to the lack of specific priorities, led to the situation wherein these 
financing institutions could not fruitfully apply any system of 
priorities before sanctioning a sub-loan. They sanctioned sub-loans 
straightaway if the project was otherwise viable so long as the CG 
Committee’s approval was forthcoming. From the year 1966, how¬ 
ever, the situation has been corrected as it has been realised that 
the foreign exchange lines of credit available with these institutions 
are rather restricted and ought to be utilised for high priority in¬ 
dustries. 

13.24. During the years 1961-62 to 1965-66 (Third Five Year 
Plan), the Capital Goods Committee approved cases involving an 
import of Rs. 688 crores. As against this, import licences materia¬ 
lised to the extent of Rs. 396 crores. 

C.G. approvals accorded and progress of licensing as on 1-1-1966 

(Rs. crore«) 


Year Approvals Licensing 

1961- 62. 159 134 

1962- 63. 133 103 

1963- 64 ........ 208 113 

1964- 65. 115 38 

1965- 66.vn • 73 8 

Total . 688 396 


The wide variation is significant because the divergence cannot be 
explained away by the slow progress of the cases approved during 
the last couple of years. The ratio of amount licensed to amount 
approved for the entire Third Five Year Plan comes to 57 per 
cent but within this general average there are different grades of 
performance for the different sources of foreign exchange. For 
instance, for the IFC and the ICICI this ratio comes to 43 per cent 
whereas in case of imports from rupee payment countries the ex¬ 
tent of licensing was about 50 per cent. As would be anticipated 
parties raising foreign exchange through the foreign equity invest¬ 
ment or. loans from their foreign principals show a better per¬ 
formance at 67 per cent. The progress is noticeably unsatisfactory 
in the case of some European Suppliers’ Credits. 
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13.25. The reasons for the slow licensing are not difficult to find: 

(i) Firstly, the CG Committee, in its deliberations, devotes 
considerable thought to the importance^ of the project to the national 
economy but is quite uninformed about the stage where the pro¬ 
ject has arrived and its readiness to avail of the foreign exchange 
allotted to it. As a consequence, a number of industrial units 
approved by the CG Committee failed to fructify, unnecessarily 
blocking projects which would be better suited to utilise this re¬ 
source speedily. The situation is sought to be partially corrected 
by deliberately alloting foreign exchange beyond the resorces 
immediately available or in sight, to take care of the inevitable 
casualties. This mild corrective mechanism does not seem to have 
worked very well as evidenced by the figures quoted above. A ’num¬ 
ber of entrepreneurs do not even have a clear notion about the 
source of finding the rupee finance at the stage of CG clearance. 
We do not consider this as very satisfactory and would recommend 
that before giving the CG approval, the stage of preparedness of the 
industrial unit should be thoroughly examined. The approval of the 
CG Committee should not be treated as a mere approval in principle 
but should be appropriately considered as the final stage where 
foreign exchange resource is committed to deserving cases who are 
in a position to use it speedily. We realise that this verification of 
the preparedness of a project may not be practicable for every 
industrial unit but it is certainly feasible to exercise this check for 
large projects who consume a sizeable portion of the country’s re¬ 
sources. Public sector projects in particular, make a large demand 
on available foreign exchange and consequently care has to be taken 
to ensure that resources are committed only to those projects which 
are in a position to utilise them without undue delay. 


This also has an impact on the rate of utilisation of foreign 
credits negotiated on Government-to-Govemment basis. A Com¬ 
mittee that enquired into this 3 years ago came to the conclusion 
that the projects included i'n the list put forward to the Consor¬ 
tium are often not ready for immediate implementation in the 
event of funds being made available. In fact there is a dearth of 
well-conceived projects for which all the necessary preparations 
have been made for the placing of orders as soon as foreign ex¬ 
change becomes available. The Committee, therefore, came to the 
conclusion that a number of feasibility studies should be carried out 
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so that the most promising opportunities should be identified and 
detailed project reports commissioned. The feasibility reports 
should not be merely technological in character but should fully 
explore the economic effects. This should theft be followed by de¬ 
tailed project reports and foreign exchange resources should be 
tied only to such projects which are ready to go ahead without 
undue wastage of time. 

(ii) Another cause of delay arises out of the fact that different 
sources of foreign exchange available with the Government possess 
a varying degree of attractiveftess. While there is an undue pres¬ 
sure on some sources considered highly attractive either because' 
of the superior technology available with the creditor countries or 
because of the competitive price of lh c equipment, thei" are ‘ources 
which importers adopt only as a last resort. In order to ensure fun 
utilisation of the available resources, parties are generally 
forced to go to the less attractive sources in tnc- first instance and 
offered alternative sources by stages. This results in considerable 
delay and a more meaningful allocation of foreign exchange, source- 
wise must be evolved. This can be done by earmarking attractive 
sources for high priority industries in whose progress the country 
is vitally interested. This is already done to some extent in case of 
those credits which are tied to specific projects as the screening of the 
projects is accomplished at the stage of negotiating the credit it¬ 
self. Even the credits which are not tied to any specific projects 
stipulate the industrial fields for which the loans ca’n be utilised 
There is a scope for a meaningful allocation of these credits if Tech¬ 
nical Advisers to the Government undertook periodical studies to 
determine the industries for which the creditor country is a par¬ 
ticularly suitable supplier of equipment. What is to be ascertained 
is not merely the technology evolved in the creditor country in 
comparison to India’s needs but also the existence of exporting 
firms willing to supply the equipment oft the terms negotiated by 
Government-to-Government negotiations. This may result in a high 
priority project being directed to a less attractive source but is cer¬ 
tainly worth-while as it accelerates the utilisation of credits and 
speeds up the fructification of projects. 

f 

(iii) Directing applicants to a particular source of equipment 
supplies today partakes of the nature of a hit or miss method. In 
the case study conducted by us, 72 cases were directed to apply for 
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sub-loans to the IFC, or ICICI but only 10 among them had indi¬ 
cated their willingness to do so. According to the existing proce¬ 
dure, an application for the import of capital goods is to be sent 

through the DGTD or the other concerned technical organisation. 
The DGTD is expected to comment on the technical feasibility of 
the project, the reasonableness of the items proposed to be im¬ 
ported, with reference to their indigenous availability and the 
amount of foreign exchange to cover the import requirements. 
Parties are expected to produce evidence of enquiries made in the 
foreign markets so as to enable the DGTD to recommend an ap¬ 
propriate amount of foreign exchange. 

The case study made by the Mathur Team on the processing of 
CG applications by DGTD discloses that the average time taken in 
this Organisation came to 51 days for an application, the actual 
disposal time varying from 6-54 days. With every alteration of 
the source of foreign exchange financing, the estimates of the total 
cost are bound to go wrong and the parties have to negotiate with 
suppliers in different countries and come up for approval afresh if 
the foreign exchange requirements even marginally exceed the 
amount approved initially. One would be tempted to argue that, 
with the source of finance being as uncertain as it is today, the 
prior scrutiny of the DGTD of the detailed list of equipment for 
the purpose of certifying their essentiality or their clearance from 
the indigenous angle may as well be dispensed with. The 
Capital Goods Committee could in the beginning allocate a certain 
amount of foreign exchange from a particular specified source 
before the party should enter into detailed investigations and nego¬ 
tiations with the suppliers. If the equipment could be procured 
from the allocated source with the amount indicated, the necessity 
of the CG Committee looking at the case for the second time could 
easily be dispensed with. We, however, think that this will not be 
a desirable course of action for the following two reasons: — 

(a) We envisage a positive and dynamic role for the DGTD 
who should not merely be concerned with the prevention 
of import of equipment which is available within the 
country but should also ensure that the technology pro¬ 
posed to be used for a project is best suited to the needs 
of the country; and 

<(b) With the progressive establishment of manufacturing 
capacity within the country, the import of equipment 
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from abroad will itself change in pattern. Qor require¬ 
ments will be more and more specialised when most of 
the general purpose machinery is manufactured in the 
country itself. It will be increasingly important to take 
the advantage of the specialised nature of the technology 
available with foreign creditor countries relating it to 
our special requirements. In other words, foreign cre¬ 
dits which are country-tied might as well be related to 
the special needs of the various fields of industry. The 
DGTD will have to acquire a detailed knowledge about 
the potential of our various creditor countries because 
import of equipment from a particular source inevitably 
determines the level of technology which goes with it. 

Keeping these considerations in view we would recommend that 
the DGTD should determine in advance the types of equipment and 
the type of industry which could be financed from a particular source 
to our maximum economic advantage. Parties applying for the im¬ 
port of capital equipment should be guided by the DGTD as to the 
best possible source subject to the availability of funds and the re¬ 
commendations of the DGTD regarding the source of importing the 
equipment should be the most important guidance for the CG Com¬ 
mittee. If the intending entrepreneurs have a prior knowledge as 
to the source from which their import requirements are likely to be 
approved, they will not waste their time and money in asking for 
unrealistic sources and in negotiating with improbable foreign sup¬ 
pliers. This will also obviate the project authorities having to revise 
their import requirement every time an inappropriate credit line has 
been allotted to them where they fail to find suppliers. It is true 
that the comparative prices offered by various countries vary con¬ 
siderably but there is still an opportunity to locate those fields in 
which particular creditor countries offer competitive prices coupled 
with acceptable technology. 

(iv) For some industries, the practice followed is to set mone¬ 
tary limits for the import of standard plants and there is no 
detailed scrutiny of the list of goods by the concerned technical 
authorities. Each unit then has the flexibility to decide which 
items to import and which to secure indigenously within the pres¬ 
cribed monetary ceiling. Obviously, this ceiling is to be periodi¬ 
cally adjusted with reference to the manufacturing capacity coming 
up within the country itself. The entrepreneurs themselves would 
attempt to make the most effective use of the available foreign 
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exchange taking into aeeouot not only the comparative prices hut 
tine tjme element which can be sometimes ot critical importance. 
Sugar, cement; solvent extraction plants, sulphuric acid plant, 
super phosphate plant, industrial gases, cables and wires, rectifiers, 
power capacitors and electric lamps are the industries for which 
these monetary ceilings have been calculated. We would recommend 
this practice to be extended to more and more industries to enable 
the entrepreneurs to take the maximum advantage without in any 
way making too much demand on the country’s foreign exchange 
resources. Along with the prior determination of the monetary limits 
for the import of standard plants, the DGTD should work out and 
publish a complete shopping list for each such standard plant so 
that no further time is wasted in securing indigenous clearance for 
individual items. 

(v) The concept of indigenous availability is valid and nobody 
would suggest that the scarce foreign exchange be wasted on equip¬ 
ment which is locally available. The present practice whereby 
importers are required to produce evidence to show that the equip¬ 
ment proposed to be imported is not available in the country is, 
however, unsatisfactory. 

The DGTD will have to collect detailed and up-to-date informa¬ 
tion regarding the equipment manufactured in the country and 
the order book position of the individual manufacturers. It was 
suggested to us that a system should be instituted whereby tenders 
should be issued to the local manufacturers who should have the 
opportunity to quote for items proposed to be imported and that 
the response to these tenders should be guidance to the Capital 
Goods Committee. We, however, do not think that any such an 
elaborate system is at all necessary. What is important is not to 
prevent an occasional import of an item which possibly could have 
been produced in the country but to safeguard against a setback to 
the local industry which should not languish for want of orders. 
Industries which are in this danger are fairly easily known and a 
more up-to-date and accurate information system evolved by the 
DGTD as recommended by us should give him the wherewithals 
for a quick judgement on our import requirements. 

(vi) Compared with the meticulous care which the Govern¬ 
ment devotes to the expenditure of foreign exchange on minute in¬ 
visible items, the attention paid to ascertain whether the prices 
paid for the imported equipment are fair and reasonable is sur¬ 
prisingly inadequate. Most of the sophisticated equipment is not 
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supplied off the shelf but is specifically fabricated to meet the re¬ 
quirements of a customer. Mere collection of foreign suppliers' 
catalogue will not, therefore, help. There has to be a systematic 
analysis of the various quotations received by the applicants from 
alternative sources so that a sort of casedaw could be built. The 
danger of deliberate over-invoicing cannot be altogether lost sight 
of. 

(vii) Public sector projects have to reckon not only with the 
Economic Affairs Department but also with the Department ot 
Expenditure as public funds are involved. Foreign exchange being 
the most scarce commodity, the administrative mechanism has come 
to reflect an increasing responsibility on the Department of Econo¬ 
mic Affairs and a progressive shrinking of responsibility of the 
Department of Expenditure. The general feeling is that, if the 
foreign exchange is available, rupee finance will somehow be found. 
The Deptt. of Expenditure has unconsciously abdicated its respons- 
bility of assessing the economic viability of the various proposals 
coming for their sanction. The Financial Advisers of the various 
Ministries can do so only if they are fully cognisant of the diverse 
aspects of aid procedures. We are convinced that the plow rate of 
utilisation of foreign exchange by the ■public sector projects is partly 
due to the lack of leadership provided by the Financial Advisers. 
They should be more fully informed of the general terms and condi¬ 
tions attached to each line of credit obviating the need for the 
Department of Economic Affairs to scrutinize the individual sale 
contract for the supply of goods merely to ensure that the terms of 
navment are in keevina with those negotiated on a Governmen t-to- 
Government basis. With the progressively increasing association 
of the Financial Advisers, it will be practicable to delegate greater 
authority to the administrative Ministries subject to Financial 
Advisers’ approval, eliminating unnecessary and repeated references 
to the Department of Economic Affairs. 

(viii) Suppliers’ credits often require a-down-payment to the 
extent of 15 per cent with the result that the credit covers only 
85 per cent of the cost whereas free foreign exchange is to be 
found to finance the first 15 per cent. In some cases the freight 
and the insurance is also to be similarly financed. Living as we 
are in a precarious condition, foreign exchange-wise, some imports 
have been held up on account of the difficulty in finding free foreign 
exchange for this purpose. We came across cases in which the 
parties have been asked to arrange for this foreign exchange from 



some source like a private loan on acceptable terms or equity in¬ 
vestment of the foreign partner. Import of capital goods is almost 
entirely being financed from credits and there is normally no free 
foreign exchange provided for this purpose We would recommend 
that a small amount of free foreign exchange should also be allocated 
for the import of capital goods. We are making this recommendation 
for the following reasons: 

(a) The paucity of even a small amount of foreign ex¬ 
change can hold up utilisation of credits which is 
detrimental to the setting up of industry. It may acti¬ 
vate the utilisation of the slow-moving lines of credit. 

(b) When parties are being directed to specific sources ot 
supplies the availability of a small amount of free 
foreign exchange will make it practicable to maximise 
the use of indigenous fabrication capacity. Parties who 
are capable of getting the equipment fabricated locally 
if certain components were permitted to be imported 
from the country of their choice have been forced to 
import the entire equipment from other sources at an 
enormous cost in terms of foreign exchange. This, to 
our mind is the biggest drawback of country-tied cre¬ 
dits apart from the loss of competitive price advantage 
it involves. 

(ix) The Economic Adviser of the Ministry) of Industry func¬ 
tions as the Secretary of the Capital Goods Committee. We notice 
that there is no adequate follow-up of those cases in which capital 
goods approval has been issued but import licences have not mate¬ 
rialised. Of and on, merely on an ad hoc basis, the Economic Advi¬ 
ser, seeks to ascertain what the stage of these import licences is. 
In February, 1965, instructions were issued to various administrative 
Ministries regarding the follow-up action in respect of cases cleared 
by the CG Committee. Since this involves action in the several 
administrative Ministries, it has met success in varying degrees. 
We would recommend that the machinery for the follow-up action 
should be appropriately centralised in the office of the Secretary of 
CG Committee himself. 

13.26. When the present mechanism of controlling investment 
by industrial licensing is abandoned as recommended by us, and 
Government takes recourse to fiscal and monetary measures to 



achieve the same objective, the allocation of foreign 
either for the import of capital goods or for the import of cwtent 
inputs will become the most important tool available with the Gov¬ 
ernment. Reliance on industrial licensing inevitably led to the 
dilution of standards of scrutiny at the point of allocating foreign 
exchage inasmuch as the industrial licence itself came to be a 
complete proof of the worth-whileness of financing a project. At 
the stage of CG approval, only the availability of a likely source 
came to receive all the attention. In the new system, the alloca¬ 
tion of fmeign exchange will have to be more systematic as it will 
govern, along with other fiscal and monetary measures, the pettern 
of resource deployment of the country. The Administration will 
have to determine in advance the types of industries which will 
receive their full requirements, the phased manufacturing pro¬ 
gramme expected from different industries, considering the tech¬ 
nology developed in the country, the foreign exchange which the 
country will be prepared to commit for their maintenance during 
the next 5-10 years etc. Throughout our deliberations, we have 
been guided by one cardinal principle namely, the increasing area 
of specificity in administrative decisions and the consequent reduc¬ 
tion in ad hoc decisions. We think that for the evolution of a ratio¬ 
nal allocation of country’s resources, Administration should be 
forced to determine in advance the treatment different industries 
will receive over the next few years. 



Chapter XIV 
THE ROLE OF THE 
STATE TRADING CORPORATION 

14.1. The State Trading Corporation came in existence primarily 
for the proper execution of bilateral trade agreements especially 
with those countries who operate State Monopolies in foreign 
trade. Numerous other areas where State Trading could play a 
significant role were soon discovered and this Institution has come 
to be used as an additional weapon in the armoury of the State to 
give effect to its economic policies. Since the private trade channels 
were found inadequate^ for finding export outlets for non-tradi- 
tional items, the State Trading Corporation was increasingly utili¬ 
sed as the State Agency to explore export markets. It has also been 
used for internal trade especially to check speculation and black¬ 
marketing. 

14.2. Even in the free economies, State Trading on a sizeable 
scale occurs in the domain of farm products. In the developing 
countries State Trading has been used as an instrument for ensur¬ 
ing adequate and regular supplies of essential commodities and for 
stabilizing their prices through control of production, marketing 
and distribution. In India, a number of Corporations are operating 
in the field of trade, e.g., The Handicrafts and Handloom Export Cor¬ 
poration of India, The Indian Motion Pictures Export Corporation 
Limited, The Minerals and Metals Trading Corporation, The Indian 
Oil Corporation, The Metal Scrap Trade Corporation and The Food 
Corporation of India. While the above-mentioned Organisations 
have specific fields of operation, the STC has assumed the role of an 
instrument for implementing the Government’s economic policies in 
the sphere of trade. We have, therefore, chosen this institution for a 
detailed examination to assess its efficacy in carrying out the varied 
tasks assigned to it. There are a number of reports on the export 
performance of the STC and the policies and procedures followed by 
it to achieve the objective of diversification of Indian exports. Not 
enough attention has, however, been paid to the part it has played in 
the import trade and as a Government agency undertaking stock-pil¬ 
ing, price support and buffer-stock operations. The figures below 
indicate that 1964-65 STC’S direct exports amounted to only 

Rs. 10 • 51 crores as against its imports of nearly Rs. 60 crores. 
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STC’s Imports and Exports 

(Value in Rs. Crores) 


Year 


Exports 


Imports 

Internal 

trade 

Total 










Direct 

Indirect 

Total 




- 1956-57 

(July-June) 

5'79 


579 

3-40 


9-19 

, 1957-58 


20-8 

9-30 

30*10 

17-96 


48-06 

■ 1958-59 

>» 

22*22 

14-50 

36-72 

27-34 

o* 14 

64-20 

.1959-60 

(Jul-Mar.) 

23-23 

9-42 

32-65 

36-28 

0-89 

6982 

fi 960-61 

(Apr-Mar) 

36 59 

4-27 

40-86 

68-42 

1-41 

11069 

.1961-62 


34 95 

5-07 

40-02 

84-26 

I • 11 

125 39 

>1962-63 

» 

32-58 

10*50 

43-08 

96-36 

1-85 

141 2Q 


(Corporation Bifurcated from 1- 

10-1963) 




.1963-64 

35 

1930 

1932 

38-62 

55-93 

3*22 

97-77 

11963-64 (only bifurcated STC’s 
(Apr-Mar) 

items) 

8-88 

1932 

28-20 

52-28 

2*30 

82 78 

1964-65 

33 

10*51 

17-67 

28-18 

59-90 

2 02 

90*10 

1965-66 „ 

(estimated) 

13*00 

3-74 

16-74 

79-83 

2. 14 

9 « 71 


Total 

218-97 

93-79 

312-76 

529•68 

12-78 855-22 


'While we do not underestimate the export effort of the State Trading 
Corporation, the relatively higher quantum of its imports indicates 
the extent to which it has come to perform varied functions in addi¬ 
tion to its primary objective of increasing and diversifying Indian 
exports. 

14.3 In 1962, the objects clause of the Memorandum of Associa¬ 
tion of the STC was amended to include these functions as well: — 

(a) undertaking at the instance of the Government, import 
and|or internal distribution of any commodities in shore 
supply with a view to stabilising prices and rationalising 
distribution; and 

(b) to implement such special arrangements for import, export, 
internal trade and distribution of particular commodities 
as Government may adopt in the public interest. 

14.4. These objectives are rather all-embracing, but the the- 
; Minister of Commerce clarified in a Statement in the Lok Sabha or. 
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22nd December 1961 that the STC would enter only those fields of 
Trade where the normal trading mechanism has been found to be 
inadequate. 

14.5. In the pursuance of this policy, the Corporation has been' 
called upon to handle the imports of several commodities wherever 
the interests of national economy so warranted. In the field of im¬ 
ports. the STC’s present functions may be summarised as follows: — 

(i) undertaking imports of commodities at competitive prices- 
where bulk procurement and shipping are possible; 

(ii) import of commodities which are in short supply and are 
essential to the national economy; 

(iii) imports from State Trading Countries or where monopolies 
are involved; 

(iv) import of certain commodities which are highly specula¬ 
tive, yielding a very high margin of profit which can best 
be handled by a public undertaking so that the profits are 
utilised for the promotion of the export of difficult-to-sell 
items; 

(v) distribution of imported commodities in an organised 
manner to satisfy domestic needs at fair prices; and 

(vi) implementation of the Trade Plans with the State Trading 
Countries and other special Agreements to the extent en¬ 
trusted to the Corporation. 

14.6. The STC’s mandate is so wide that its field of operations 
comprehends almost the entire foreign and internal trade of India. 
There is no pretence about the autonomous status of this Corporation 
which is quite simply an instrument of Government policy acting on 
instructions handed down from time to time by the Ministry of Com¬ 
merce. It has been treated as a universal agent for the Government, 
The feeling in the private trade that the STC’s prime function was 
to act as exporter with Communist Countries is unwarranted as the 
Government has made no secret of their intention to use this Corpora¬ 
tion for exports, imports and the internal trade whenever the interests 
of national economy so dictate. The private trade also pleaded that, 
even when the STC has to import essential commodities, the internal 
distribution should be left in the hands of the private traders. This 
pleading has secured a partial support in Government policy whereby 
channels of normal trade are generally utilised for internal distribu¬ 
tion of imported commodities. 
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14.7. The Estimates Committee in their 49th Report (3rd Lok 
Sabha) had recommended that, if the import of any commodity is to 
be entrusted to the STC, it should be by means of specific and direct 
instructions from the Government. This recommendation was made 
in the light of the prevailing uncertainty regarding the scope of the 
STC’s operations. The Committee had also recommended that, while 
entrusting the import of a commodity to the STC, the principles and 
the reasons for the decision should be made known by the Govern¬ 
ment. In the context of the Government’s proclaimed policy that the 
STC will enter the import business whenever required by the inte¬ 
rest of the national economy, we see no particular advantage in pres¬ 
cribing any such limitations. 

14.8. We are examining below the following types of operations 
undertaken by the STC: 

(i) Import of commodities which have been totally canalised 
through the STC; 

(ii) Import of commodities entrusted to the STC because there 
are speculative tendencies in the trade and the intervention 
by the STC is calculated to stabilise the prices; 

(iii) STC’s operations which are in the nature of price-support 
to the agricultural commodities and involve creation of 
buffer-stocks. 

14.9. The imports of a number of commodities are being canalised 
through the STC and some of them are shown below:— 

1. Caustic Soda 

2. Soda Ash 

3. Chilean Nitrate (Sodium Nitrate) 

4. Muriate of Potash 

5. Rock Phosphate 

6. Mercury 

7. Sulphate of Potash 

8. Ammonium Sulphate 

9. Sulphur 

10. Asbestos, Raw 

11. Bearings (Partly canalised) 

12. Paper, Photographic Goods, X-Ray films, Raw Films and 

Newsprint, 

13. Mutton Tallow, and 

14. Copra. 

The exclusion of the private trade in such cases is supposed to give 
to the Corporation the advantageous position of 1 a bhlk buyer, and 



secure for the country the benefit of the competitive prices. The STC 
is expected to maintain a regular flow of goods to the country, buying 
at the most appropriate time, and arranging shipments at comparati¬ 
vely cheaper freight rates. This is expected to result in stability of 
the prices at a reasonable level, and we presume that the intention 
is to pass on the benefit of the lower price to the actual-user. There 
are other items, the import of which has been partially canalised 
through the STC to check the malpractices prevailing in the trade; 
items like ball bearings, photographic goods, X-Ray films, cinema car¬ 
bons etc. fall in this category. 

1410. We will now give a brief account oi tne procedure which the 
STC follows for importing some of these commodities, its arrange¬ 
ments for distribution and the method of price fixation, so as to assess 
the extent to which the basic objectives have been achieved. 

Newsprint.— 

1411. In the case of newsprint the entire contracting is done by 
the STC. The newspaper establishments can also arrange imports 
directly under the ST£’s contracts with foreign suppliers of 
newsprint. By bulk purchasing, the STC has been able to obtain 
newsprint at competitive rates, securing for the actual user the benefit 
of a comparatively lower price. The STC maintains buffer stocks of 
newsprint at Bombay, Calcutta, Madras and Cochin to meet the emer¬ 
gent requirements of the newspapers. The goods are supplied either 
on c.i.f. basis by transfer of documents, or on ex-dock or ex-godown 
basis, whatever is preferred by the user. In the final price, STC’s 
margin barely covers their administrative costs. For the newsprint 
imported from a Western Country, the ex-godown prices were fixed 
as follows; — 

Ex-dock prices 


c.i. f. value . 

per ton (Rupees) 
. . . 670-00 

Bank charges @ i%. 

6-70 

Proportionate Import Licence fee 

. . . . 0•50 

Customs duty ...... 

» . . . IIO-Oo 

Port charges ■•.... 

9*oo 

Clearance charges. 

. . . . xo-oo 

Provision for contingencies @ i % 

6-70 

Stamping charges. 

. . . 040 

STC’s service charges @ i % 

<>•70 

Total ex-dock price. 

. Rs. Sad'Oo 
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14.12. For ex-godown prices, the following items were added: — 


Emergency Risk Insurance charges 

. 

0 65 

Godown rent for 4 months .... 


20 00 

Godown insurance charges .... 


500 

Interest @ 1 % for 4 months on ex-dock price 


19*13 


Total ex-godown price ........ Rs. 864'78 


14.13. Newsprint is imported from a number of countries and 
there are variations in price and quality depending on the source of 
supply. In order to avoid complications in distribution, the ex- 
godown price is fixed at a uniform level on par with the most 
expensive source of supply. There is no attempt to work out an 
average. 

14.14. The bigger parties get their allocation direct from the 
CCI & E and the STC gives them their quota on the c.i.f. basis by 
transfer of documents. From the smaller newspapers, however, the 
STC recovers the ex-godown price and supplies are made from the 
buffer-stock. These releases are made on the recommendation of the 
Registrar of Newspapers. 

14.15. There was a complaint from the small newspapers that the 
STC’s price was in excess of the direct import price by about Rs. 115 
per ton. Some of this excess seems inevitable and is inherent in the 
maintenance of buffer-stocks. It will be noticed that the ex-godown 
price includes elements of godown rent and interest charges which 
are sizeable. Even imports through the established importers would 
involve this expenditure and the present arrangement has at least the 
advantage of cutting down the middle-man’s margin. The STC’s 
profit would certainly be higher than the advertised margin of 1% 
because in the process of price equalisation for newsprint procured 
from different countries the price is invariably pitched at the highest 
level. Storage costs, namely, the ground rent and the interest on 
the invested capital could be brought down if the allocation made 
by the Registrar of Newspapers is coordinated with the shipping 
schedule. Since the supplies are received from a number of coun¬ 
tries at different times, the period of storage, namely, 4 months, 
seems unduly large unnecessarily putting up the costs. 

Caustic Soda 

14.16. The STC is progressively called upon to undertake imports 
of more and more of industrial raw materials which are critically 
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important for the industrial development of the country and whose 
shortage results not only in the under-utilisation of the installed 
capacity but in pushing up the cost of production thereby distorting 
internal economy and retarding exports. The Government entered 
this business as early as 1956 and now all imports of Caustic Soda 
are canalised through the STC. There are 4 parties working as 
distributors under an arrangement with the STC, two of them being 
the associations of established importers. These 4 parties have their 
own quotas fixed and approved by Government. The contracting is 
done by the STC and when the purchases are made from free foreign 
exchange, global tenders are invited. A considerable quantity, how¬ 
ever, is imported from the East European countries whenever they 
are able to supply this commodity. In such cases the price is settled 
by negotiations keeping the price prevailing in other markets in view. 
The distributors get a remuneration of Rs. 65 per ton. As soon as the 
goods are transferred to the distributors the entire c.i.f. price is im¬ 
mediately paid to the STC. Only the STC’s margin of profit is re¬ 
covered after the actual sales have taken place. In other words, the 
STC recovers immediately their entire LC liability as an advance 
towards the final sale proceeds. The distributors themselves pay the 
customs duty, handling charges etc. This method is employed to 
avoid the payment of Sales Tax at the point of the transfer of goods 
from the STC to the distributors. 

14.17. Our imports of caustic soda are only marginal as the bulk 
of this commodity is purchased within the country itself. But even 
this marginal import has a considerable stabilising effect on the 
internal price because this commodity has a critical importance for 
a number of industries. The figures below indicate the quantity of 
caustic soda imported by the STC and the estimates of consumption 
made by the Tariff Commission during the years 1964, 1965 and 1966. 


Year 

Estimated 

consumption 

(tonnes) 

Imports 

(tonnes) 

% of 
3 to 2 

(i) 

( 2 ) 

(3) 

(4) 

1964 .... 

2,60,000 

46,000 

18% 

1965 .... 

2,95,000 

55,640 

19% 

1966 .... 

3,50,000 

13,700 

4% 


42 H. A.—17. 
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14.18. The imports are arranged on the basis of an assessment 
made by the DGTD who estimates the likely demand and the produc¬ 
tion in the country. There is also an Alkali Advisory Committee to 
advise the STC on all aspects regarding imports and distribution of 
alkalies. The assessment of demand has often gone wrong with the 
result that the STC is frequently saddled with uncleared stocks. 
Under the erstwhile Import Entitlement Schemes also a considerable 
quantity of caustic soda was imported which had a direct effect on 
STC’s stocks. Estimates also go wrong due to factors totally uncon¬ 
nected with the import of caustic soda. For instance, the availability 
of soap-making oils in the country can have a considerable effect on 
the demaqd for caustic soda. Even the shortage of electricity and 
the consequent power cuts imposed on industries can lead to the same 
situation. Since only a part of the total requirement of the actual 
users is found from imports, the bulk being supplied by the local 
manufacturers, there is often a failure or delay in lifting the quota 
by the actual users especially when the price of the imported material 
is higher than the local supplies. The STC has got quite reconciled 
to such occasional gluts and shortages. 

14.19. The following table shows the STC's stock of caustic soda 
as on 1-4-1966 indicating the country of origin, the quantity of stocks, 
the c.i.f. price, the landed cost per metric ton, agent’s profit, the sale 
price fixed by STC, and the STC’s profit per metric ton: — 


Country of Origin 

Stock 
in met¬ 
ric tons 

c. i. f. 
price 

Landed 

cost 

Agent’s 

profit 

Sale 
price 
of the 
STC 

Profit 

per 

metric 

ton 



Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

USA . ' . 

13573 

528 

940 

65 

1087 

84 

UK 

68l 

550 

995 

65 

1087 

27 

GDR 

68o 

536 

971 

65 

1087 

50 

Hungary . 

3527 

546 

988 

65 

1087 

33 

Rumania . 

3697 

543 

983 

65 

1087 

38 

Bulgaria . 

500 

565 

1020 

65 

1087 

15 

Yugoslavia 

5882 

537 

972 

65 

1087 

49 

Poland 

3 t 

55° 

995 

65 

1087 

27 


14.20, The prevalent sale price for imported caustic soda (for 98/ 
99% grade) was Rs. 1087/- per metric ton which was fixed in the 
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month of August 1965. The price was calculated on the following 


basis: — 

c. i.f. value Rs. 550 • 00 

Customs duty and excise. Rs. 425*00 

Port dues.. Rs. io*oo 

Miscellaneous expenditure ....... Rs. to*oo 

Distributor’s remuneration . . . . Rs. 65*00 


Total 

STC’s margin 


Rs. 106000 
Rs. 27 00 


Pinal price 


Rs. 1,087*00 


14.21. The distributor’s remuneration of Rs. 65 per metric ton In¬ 
cluded in the above calculation was fixed in March 1962 by negotiation 
with the distributors. At that time, the STC had taken into considera¬ 
tion the full details of the distribution costs furnished by the various 
distributors. The rate of Rs. 65 was arrived at as follows: — 


Charges for handling and transportation to godown and placing 

atF* O. R. . Rs. 10*00 

Warehousing for 3-6 months . Rs. 9*00 

Insurance *. . . . . .... Rs. 1 *35 

Interest. Rs. 13.50 

Distributor’s selling expenses ....... Rs. 22*75 

Commission to sub-distributors. Rs. 4 • 00 


Total cost . . . . . . . . Rs. 6o*6o 

Net margin to distributors ........ Rs. 4*40 


Total 


Rs. 65*00 


It may be mentioned that this margin was fixed on the basis of costs 
incurred in the year 1961. The distributors’ remuneration has not 
been increased since then in order to keep down the final selling price. 

Mercury 

14.2. Import of Mercury is canalised through the STC since 1960. 
This was done because there was a lot of speculation due to its short 
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supply. Now the STC imports the entire requirements and has 
replaced the Established Importers. There are only 3 suppliers of 
mercury in the world who have their Indian agents. The price is 
negotiated after inviting open tenders. 

14.23. Manufacturers of caustic soda need mercury as capital goods 
and for them the Government allowed the STC to mark up the price 
by 15%. For others the price was significantly higher and was fixed 
on the basis of the maximum which the traffic could bear. At one 
stage th» STC fixed the sale price at Rs. 1900 per flask as against the 
c.i.f. cost; of Rs. 800-900. We must, of course, add that at that time the 
ruling price in the internal market was Rs. 2200. The distribution is 
made on the basis of allocation made by the DGTD. The distributors 
are allowed a margin of Rs. 100 per flask. Due to the shortage of this 
commodity, there has been no difficulty in lifting the stocks. The 
table below shows the quantity, value and gross profit of the STC on 
Mercury imported during the financial years 1963-64, 1964-65 and 
1965-66: 


Financial Year Quantity Value in Gross profit 

in M/T Indian rupees in Indian 

rupees. 


1963- 64 .... 132-204 28,70,500-32 17,12,730-16 

1964- 65 .... 150-390 55>5M8i-87 17,15,082-98 

1965- 66 .... I74‘395 1 ) 43 , 63 , 059-44 20,31,891-18 


14.24. The distributors are paid a remuneration of Rs. 100/- per 
flask of mercury. The break-up of this remuneration is as under: — 

1. Clearing charges, port dues, wharfage, service charges, 
handling charges from port to godown, godown rent, insurance 

and financing. Approx. Rs. 50/- 

2. Administative charges, profit and miscellaneous expenses 

incurred by distributors Approx. Rs. 50/- 


Total Rs. 100/- 


Ball-Bearings 

14.25. The import and distribution of bearings is a highly technical 
matter which requires experience regarding the types of bearings to 
be imported, their applicability to various uses and the after-sales- 
service to the actual users. Keeping these factors in view, it was de¬ 
cided that the STC should associate with the established importers. 
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Indian agents, the foreign suppliers and the other representative 
bodies so that the interests of the consumers may be better served. 
The imports are now arranged through the following representative 
bodies: — 

(a) The Ball and Roller Bearings Distributors’ Association 
Limited, Bombay, which is also a representative body of 
the established importers; 

(b) The All India, Ball Bearings Merchants’ Association 
Limited, Bombay, which is also a representative body of 
the established importers; 

(c) The Federation of All India Automobile Spare Parts Deal¬ 
ers’ Association, Delhi, through their Regional Associations 
located in various parts of the country; 

(d) The Association of State Road Transport Undertakings, 
Bombay; 

<e) Small Scale Industries’ Corporations and Societies in vari¬ 
ous trades, such as the Corporations’ or Societies’ connected 
unions who undertake import and distribution; and 

,(f) Accredited agents of the foreign suppliers. 

These business associates are told the variety and types of 
bearings they may import. The STC has an advisory Com¬ 
mittee for bearings consisting of the important interests in 
trade, Members of Parliament, the representatives of the manu¬ 
facturers and the Government Departments concerned. The 
profit margin allowed to the associates of the STC covers not 
only the margin of profit but also the cost of investment, bank 
charges, cost of warehousing and other expenses. 

14.26. Stock and Sale items.—STC imports some items for stock 
and sale purposes. One of these items is photographic goods whose 
import from East European countries is totally canalised through 
the STC. The import licence is granted to the STC but the Letters 
of Authority are obtained in favour of those dealers who have the 
sole selling rights from the foreign manufacturers. In actual prac¬ 
tice, these dealers place direct orders and STC only comes in the 
picture for fixing the price and for issuing the release orders. The 
release orders are first issued in favour of the Government Depart¬ 
ments who need these goods and the rest of the quantity is released 
on the advice of the CCIE, in favour of the Regional Photographic 
Associations. The retail dealers are all members of these Associa¬ 
tions. A number of complaints have arisen to the effect that these 
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Associations show bogus membership in order to enhance their 
quota allotment but the STC seems to be quite helpless in stopping 
these malpractices. 

14.27. While fixing the price, the STC allows a margin of 25% on 
the landed cost, as a reasonable remuneration for the dealers. It was 
explained that the expenditure involved in the distribution of these 
goods is unusually high looking to the sensitive nature of these items 
which deteriorate during storage. 

14.28 The STC has hardly any control over the activities of the 
Photographic Dealers’ Associations who, in turn, have been complain¬ 
ing that the release orders of the STC take so long that their capital 
is locked up due to the slow off-take. The members of the Associa¬ 
tions who are located in the port towns are reported to be cornering 
the stocks immediately after the release orders to the detriment of the 
out-station members who invariably get only the slow-moving and 
unwanted items. 

14.29. The Government have now clearly stated their policy that 
the import of industrial raw materials which can be imported in bulk 
and which do not possess the complications regarding specifications 
etc. will be increasingly canalised through the STC to the exclusion 
of the established importers. The beneficial effects of bulk purchasing 
are often exaggerated. Since the agency of the established importers 
is again being utilised for distribution, the supposed advantage of 
bulk purchasing is offset by the introduction of one more inter¬ 
mediary namely, the STC. We feel that the services of the estab¬ 
lished importers or the, STC are particularly valuable for small users 
who do not possess the wherewithal and the knowhow of importing 
goods from abroad. Actual users who need these commodities in 
sizeable quantities should have the option to make direct purchases 
from foreign suppliers. Unless the imported commodities are of a 
speculative nature whose import has been canalised through the STC 
for the sole purpose of, mopping up the excessive profits, we would 
recommend that the canalisation of imports through STC should not 
be total, so that the actual users whose demand exceeds the prescribed 
minimum have the option of making direct purchases from abroad. 

14.30. After satisfying the requirements of the large scale actual- 
users, the STC should arrange for the import and distribution of these 
commodities fQr small users only. If the distributors do not find 
the business lucrative enough, when the quantities allotted to them 
are comparatively small, the remedy would be for the STC to main¬ 
tain buffer stocks on their own. Alternatively, they may use the 
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agency of the Small Scale Industries’ Corporations etc. which have 
been set up especially for providing the necessary inputs to small 
scale industries. The exact arrangement would vary from commodity 
to commodity. 

14.31. There is a feeling that the distributors appointed by the STC 
are making a sizeable profit quits disproportionate to their invest¬ 
ment and the services rendered by them. As a matter of fact, the 
STC only obtains the import licence and opens the Letter of Credit. 
It is the distributor who pays to the STC the entire c.i.f. cost as soon 
as the shipping documents are transferred to him. The investment 
by the STC is quite nominal. The profit margin left to the distri¬ 
butor is determined by a highly complex calculation of the cost 
involved. We will recommend, that, whenever associations of users 
or recognized trade associations or socially controlled organisations 
like Small Scale Industries’ Corporations show initiative and come 
forward to undertake the distribution work, the work should be 
entrusted to them. Public companies are required by law to bring 
to the notice of the shareholders, the names of the distributors 
appointed by the Company and the terms of remuneration allowed 
to them. This is a very salutory principle and we would recommend 
that the STC should publish for the public knowledge the names 
of the distributors appointed by them and the remuneration allowed 
to them for the various commodities. 

14.32. For items which are imported for stock and sale, it seems to 
us that the services of the established importers will have to be utili¬ 
sed for distribution as the STC cannot undertake to start retail 
business on its own. The need to canalise the imports through STC 
arises from the fact that the imports are restricted and it is well-nigh 
impossible to allot negligible quotas to all the established importers. 
Such a procedure would be wasteful without having any advantage. 
It, however, seems to us that the STC has very little control over the 
ultimate price which the consumers are charged by the retailers. 
Unless some check is kept on this price, the mere publication of price 
lists at the retail shops serves very little purpose. The STC’s ability 
to check any malpractices is further reduced by the fact that the 
fixed price operates only at the stage of the first sale, the subsequent 
sales being totally outside the STC’s look-out. We would recommend 
that for these items, the STC should vigilantly enforce the price 
determined by them which should give to the dealer an adequate 
return on its investment but it should safeguard the interests of the 
consumer as well. 
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14.33. In the case of a small number of commodities, which are of 
a speculative character and in which there is a large disparity 
between demand and supply, the imports being restricted owing 
to non-availability of enough foreign exchange, the internal 
prices rule very high compared to the prices of imported articles. 
For example betelnuts, cloves, mercury, cassia etc. Since these items 
are essentially of a low priority, imports cannot be liberalised and 
consequently these commodities always command a very high price. 
Any reduction in the price by the STC is mopped up by the middle¬ 
man and does not filter down to the consumer. On the other hand, 
the STC has to undertake exports of certain commodities at a great 
loss with a view to earn the much needed foreign exchange. For 
meeting these losses, the profits from such imported commodities, 
which, but for the STC taking them, will be taken away by the 
middlemen, come handy. Quite conscious of this aspect, Government 
have, from time to time, entrusted the import and distribution of 
such profitable items to the STC. They were also directed to utilize 
the existing channels of trade to the maximum extent possible. 

14.34. Betelnut is a representative commodity in which the STC 
has been brought in. expressly for the purpose of mopping up of the 
unconscionably high margin of profit which would otherwise go to 
the private trader. We are mentioning below the procedure and the 
pricing policy adopted by the Corporation in the import of betelnut. 
From 1963, the import of betelnut was totally canalised through the 
STC. The STC, in turn, allocates the imported goods, after the 
mark-up of price, to all the established importers as well as the 
nominees of the State Governments in accordance with the instruc¬ 
tions of the Chief Controller of Imports and Exports. 

14.35. The STC is keen to describe the operation of import of 
betelnuts as essentially a price stabilisation measure wherein the 
mopping up of the excessive profits was only an incidental advantage. 
They, argued that a levy of a high customs duty alone will not ade¬ 
quately serve the purposes because, 

(a) There is already a very steep customs duty on the item; 

(b) The mechanism of the customs duty cannot be adjusted 
with the same frequency and facility as the STC’s profit 
margin can be regulated. We do not take this argument 
seriously because the original order of the Government en¬ 
trusting the import of betelnut and similar commodities 
to the STC specifically lays down that it is meant to enable 
the Corporation to absorb some of the profits involved in 
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these transactions. The intention was to syphon off 
these profits a'nd make funds available for the Develop¬ 
ment Fund of the STC so that they could incur expendi¬ 
ture for developing export markets. There is no indica¬ 
tion to show that this operation results in any downward 
movement i’n the internal price of the commodity. Stabi¬ 
lisation, if any, is at the level of the prevailing speculative 
and high level. 

14.38. Under the orders of the Government, the STC is required 
to use the normal trade channels, as far as possible, both for the 
import and the distribution of the commodity. I’n actual practice, 
while the import licence is obtained by the STC, the imports are 
undertaken by 6 regional companies which have been incorporated 
having the established importers as members. Letters of Authority 
are then obtained in favour of these companies. There are Advisory 
Committees which meet frequently to fix the price at which 
the betelnut is to be imported, the quantum to be imported, the 
source from which it is to be imported and the time schedule. 
The regional company, in turn distributes this commodity among 
the established importers pro rata according toi their individual 
quotas. STC does ’not have any machinery whatsoever to look into 
the further distribution of this commodity among the consumers nor 
is any final price stipulated. 

14.37. Batelnut is released to the established importers at what 
is called a release price in which STC’s margin is placed at l/3rd of 
the landed cost. For a particular shipment examined by us, the 
release price of Rs. 100 per 20 k.gs. (at a time when the internal price 
ranged between Rs. 150 to Rs. 170) was calculated as follows: 

(per 20 kgs. of betelnuts) 

(Rs.) 


c. i. f. cost . . . . . . . . 12 "8o 

customs duty . . 6o-oo 

regulatory customs duty . . . . i-ag 

Total 74-08 

STC’s margin (i/3rd of the landed cost) . . . 24-69 

Agent's commission 2)% at landed cost . . . 1-85 


Grand Total. 


100-00 
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14.38. Looking to the fact that the import of betelnuts is only 
marginal and quite insignificant when compared to the domestic 
production, the contention of the STC that these imports lead to 
price stabilisation has no force whatsoever. The benefit to the ex¬ 
chequer is also illusive. If the objective was to increase the avail¬ 
ability of this commodity and to increase the Government revenue, 
the import licences could well be given directly to the established 
importers and the Government could impose a suitable higher rate 
of customs duty.' It is quite plain that the object is only to 
place funds at the disposal of the STC by a process which avoids the 
scrutiny of the Parliament. 


14.39. We have mentioned above that the release price fixed by 
the STC includes its own margin of profit which was fixed at l/3rd 
of the landed cost. The mark-up in price followed no recognised 
principle and the only justification was that the ruling internal price 
could bear this mark-up. There was no calculation of the total 
marking costs including the commissions payable to the wholesalers, 
retailers, the risk of deterioration, the risk of pilferage, the risk of 
price fluctuation etc. to justify passing on a sizeable margin to the 
established importer. The import of a commodity which is in great 
demand is in the nature of a privilege and high profits are inevit¬ 
able. The objective of stabilizing the internal market obviously has 
not been served by these imports of a marginal quantum. The con¬ 
sumer does not reap any benefit price-wise. In these circumstances, 
we are quite unable to understand why the STC has to operate 
through the channels of established importers who are making con¬ 
siderable profit without any corresponding service. The proper 
course for the STC would be to pass on to the intermediaries only 
a margin which would be adequate as the remuneration for the 
services rendered by them. Since the imports are of a marginal 
quantity, there is no serious danger that this will enhance the al¬ 
ready high prevailing prices in the internal market. So long as 
there is no system of controlling the distribution and the ultimate 
price to the consumer, the STC would be fully justified in taking 
the entire advantage implicit in these imports. Unless ancillary 
arrangements of distribution etc., are existing, these imports will 
have no significant effect on the internal prices. We will there¬ 
fore, recommend that the STC should in such cases, mop up the 
entire profit instead of passing on a sizeable portion to the estab¬ 
lished importer. 
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14.40. STC has also undertaken some operations which are in the 
nature of price-support to agricultural commodities. They entail 
creation of buffer stocks. The policy-decision in such cases is. 
invariably taken by the Government, who also fix the minimum price, 
which they consider as equitable giving a reasonable return to the 
agriculturist. In this category would fall STC’s operations when 
they started buying lemon-grass oil and tobacco. The purchase- 
of tobacco by the STC was meant to serve the objective of giving 
a fair return to the cultivator and at the same time was used as a 
device for preventing a reduction in the unit value of this important 
export commodity. Government interference with the market 
became necessary in order to maintain the level of India’s export 
earning from tobacco. 

Tobacco 

14.41. In 1964, the Government of India appointed a Committee 
with the following terms of reference : — 

(1) To review the present practices for the marketing of 
tobacco, particularly with reference to exports and finan¬ 
cing of market operations. 

(2) To consider the existing facilities for storage and th» 
starting of any buffer-stock operations for the support of 
prices. 

(3) To make recommendations regarding the adjustment if 
any, in the minimum export price. 

(4) To suggest measures for further promotion of exports. 

14.42. During 1964, India had a record crop of FCV tobacco. As 
a result of higher production and the lack of corresponding de¬ 
mand from foreign countries, exporters were facing serious difficul¬ 
ties in disposing of their stocks and the prices offered to growers 
were un-remunerative. Government of India also fixed the minimum 
and the maximum export prices for different grades of FCV tobacco. 
This, however, did not ensure that the growers of tobacco got the 
prices in parity with the minimum price fixed by the Government- 
for export. 

14.43. The Committee referred to above, had noted that most of 
the bank credit available to tobacco trade was going to ! nrge mer¬ 
chants and exporters. The approach of the banking institutions in 
this regard was not oriented to the financial requirements of the- 



258 


?man traders and cultivators. Since the record production of 1964 
could not be sold, it was feared that the tobacco cultivators would 
be hard-hit. To begin with, the STC was required to assist the 
holders of the stocks by making reasonable monetary advances. 
When this did not relieve the situation, the STC was asked to un¬ 
dertake outright purchases of tobacco and to find export markets for 
it. 


14.44. The tobacco purchasing operations of the STC; had the 
following financial implications: — 


(Rupees) 

Procurement cost ....... 83,48,731 

Administrative expenses ..... I , I 7,°87 

Purchase and sale expanses such as godown rent, insuran¬ 
ce, handling charges.2,24,891 

Total expenses:.86,90,790 

Amount realised by sales.84,73,421 

Value of the stock-in-hand (as at the end of Nov. 1966) 2,30,286 

Insurance claim ...... 1,11,386 

Total 88,90,093 


’This left to the STC a margin of Rs. 1,24,384. 

Lemon-Grass Oil e 

14.45. On the 4th June, 1963, the Ministry of Commerce wrote to 
the STC that the Government have fixed the floor and ceiling export 
prices of Lemon-Grass Oil with effect from the 1st April, 1963 with 
the object of stabilising the internal price and ensuring the minimum 
price for the producer and also for maintaining the continuity of 
exports. In the absence of orders from the buyers abroad, the in¬ 
ternal prices were reported to have declined. The Government there¬ 
fore, felt that it was necessary for the STC to enter the market. The 
STC were requested to start purchasing Lemon-Grass Oil from the 
producers at the prices stipulated by the Government. They were 
also requested to work qut the details of the buffer stock operation 
.and its financial implications. The CCI&E had issued instructions 
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on 30th of March 1963 fixing floor and ceiling prices of Lemon-Grass- 
Oil for exporters. 

14.46. By September 1963, the STC godown at Cochin was full to 
over-flowing, involving an investment of over Rs. 60 lakhs. There 
was no sale out of these stocks and the STC frantically attempted 
to find buyers with the assistance of the three major exporters who 
were working as their agents for the procurement. Already doubts 
had arisen whether the minimum export price fixed by the Govern¬ 
ment was realistic at all. Two factors had led to this situation; (i) 
Lemon-Grgss Oil from another country was being supplied at a 
power price, (ii) there was a threat of synthetic oil taking place of 
Kerala Lemon-Grass Oil. 

14.47. A dispute arose between the S.T.C. and the Ministry of 
Commerce whether the Corporation could continue sustaining these 
heavy losses on this operation. While the Ministry of Commerce 
disclaimed any responsibility and left' the matters to be handled by 
the STC in a businesslike manner, the Board of Directors of the 
STC felt aggrieved by the manner in which the responsibility was 
being transferred to the Corporation. They felt that the Corporation 
had undertaken these operations in accordance with the decision 
conveyed in a directive from the Ministry and but for such a directive 
they would not have operated such a Scheme in the formulation 
6i which they had no part or voice. They pointed out that the ope¬ 
ration could not have been justified on purely commercial or trading 
considerations. They pointed out that the situation had arisen en¬ 
tirely because of an incorrect assessment made by the Commerce 
Ministry regarding the international price trends etc. 

14.48. In February 1965, the matter was Submitted to the Econo¬ 
mic Committee of the Cabinet. It was explained that the Govern¬ 
ment had undertaken price support operations by fixing the mini¬ 
mum export price because the prices were fluctuating violently 
causing distress to poor Kerala farmers. The keenness of competi¬ 
tion from alternative sources and the challenge of synthetic substi¬ 
tutes had not been fully appreciated. Deterioration during storage 
of this commodity was another factor which led to the debacle. The 
suggestion to give up the floor price altogether was also considered. 
In such a contingency there was the possibility of the price crashing 
causing loss to the cultivators. It was finally decided to lower the 
internal procurement price and to do away with statutory minimum 
price for exports. 
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14.49. The table below shows the financial implications of the 
^operation. 

(Rupees Lakhs) 




1963-64 

1964-65 

1965-66 

Total 

1. Procurement price 

. 

136-14 

82-07 

0-08 

218-29 

,2. Purchase from the market 

• 

.. 

.. 

0*02 

0*02 

3. Charges for drumming, transport, agmar- 
king, sales tax etc. . 

14-85 

9-90 

0-01 

24-76 

4. Procurement & storage expenses 


8-6i 

2-69 

O'OI 

11*31 

5. Total expe uses 


159-60 

94- 66 

0* 12 

254-38 

6. Realisations .... 

- 

119-80 

91-57 

0* 12 

211-49 

7. Loss ..... 


39-80 

3-09 


42-89 


8. Less profit on incentive entitlement 

earned ...... 0-59 


9. Net loss. 42*30 


14.50. These price support and buffer stock operations of the STC 
bring out one fact prominently. Decisions are handed down to the 
Corporation who does not have even the opportunity of assessing 
the financial implications of these operations. When these purchases 
do not involve any losses, neither the Government nor the STC seem 
unduly perturbed. But when a sizeable loss materialises, as in the 
case of lemon-grass oil, it exposes the lack of forethought and the 
absence of mature deliberation in the initial decision itself. The 
social objective behind these price support measures is not ques¬ 
tioned, but it is legitimate to expect that their financial implications 
are fully studied before the STC is directed to embark on any such 
activity. The unquestioning and the unbusinesslike fashion in 
which the STC started the purchase of lemon-grass oil clearly indi¬ 
cates that this Corporation does not look upon itself as a business 
concern at all. When a business organisation is totally unmindful 
of the probable losses in its! operations, just because it can dip its 
fingers in the rather generous profits made by monopoly trading 
elsewhere, there are no standards whereby its efficiency can be 
judged. Declaration of dividends loses all its significance because in 
such cases high dividends are quite compatible with equally high in¬ 
efficiency. 
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14.51. We feel that this lack of businesslike manner arises from 
the fact that, in the final statement of profits and losses, the financial 
results of such operations are no* separately exhibited. The Esti¬ 
mates Committee had recommended that the Corporation should 
indicate the individual; trading results in case of certain important 
commodities so that the Parliament may have an opportunity of 
judging the performance of the Corporation. The Government rep- 
lied that it may not be desirable to disclose either the prices or 
some of the major ingredients of the contracts, as the divulgence 
of such information may be harmful to the interests of the country. 
With regard to the buffer stock operations, the Government indicat¬ 
ed that these operations are liable to losses as they are a measure 
of economic assistance to the community and the element of assis¬ 
tance is not related to a corresponding element of profit or benefit 
to the Corporation. What is objectionable is not the incurring of 
losses by the STC. There is no secrecy about the procurement price 
offered by the STC and the disclosure of the trading results of a 
buffer stock operation is not likely to embarrass anyone. We would, 
therefore, recommend that in all such price support measures, the 
financial results of the STC’s operations should he separately and 

■ clearly indicated. If it is socially desirable to assist the cultivator, 
its cost to the exchequer ought to be known. 

14.52. We will also recommend that the STC, as a business 
organisation ought to be associated from the very beginning in 
making an assessment of the probable profits or losses whenever 
such operations are undertaken. The present practice whereby the 

■ Corporation cheerfully undertakes all operations and then looks up 
to the Government for the allotment of a few more profitable import 
items to make good the loss is totally unsatisfactory. We have seen 
above, in the case of lemon-grass oil, that the fixation of the minimum 
price by the Government was based on an erroneous assessment of 
the international market. There is hardly any compulsion in the 
present situation to avoid these errors because the STC’s Trade 
Development Fund is quite capable of accommodating such losses. 

14.53. Each commodity has its special problems and peculiar 
trading practices. To expect an organisation like the STC to 
possess an expertise in handling any commodity at short notice is 
quite unrealistic. Moreover, to ensure that the benefits of these 
. price support operations reach the cultivator necessitates a highly 



complex organisation. We would, therefore, recommend that, to the 
extent practicable, these operations should be entrusted to the 
recognised representative bodies or the cooperative societies. The 
role of the Government or the STC could then be restricted to the 
finding of adequate finance to implement the Government policy. 



Chapter XV 
METHODOLOGY 

15.1. This Study Team was constituted by the Administrative 
Beforms Commission on 13th of May, 1966 and comprised the fol¬ 
lowing: 


Chairman 

Shri C. H. Bhabha 


Members 

Shri Sham Lai Saraf 
Shri H. C. Heda 
Shri D. P. Goenka 

Shri P. D Kasbekar, Chief Controller of Imports & Exports. 
Shri Ajit Mozoomdar, Joint Secretary, Ministry of Finance, 
Deptt. of Coordination. 

Secretory 

Shri K. M. Mirani, I A.S. 

15.2. Subsequently, the following two members were added to 
the Study Team: 

1. Shri Bharat Ram, Delhi Cloth Mills, Delhi. 

2. Shri V. K. Ramaswami, Economic Adviser, Ministry at 

Finance, Deptt. of Economic Affairs. 

15.3. The Team was required to ascertain facts, locate the princi¬ 
pal problem areas, examine the problems and make recommenda¬ 
tions. There were no specific terms of reference to the Study Team. 
The Resolution of the Administrative Reforms Commission men¬ 
tions the field of Economic Administration and illustratively enu¬ 
merates some specific problems which the Commission was expected 
to investigate. These were as follows : 

(i) Economic Coordination and the role of the Departments 
of Economic Affairs and Coordination, the Planning 
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Commission and the Department of Industry in that res¬ 
pect. 

(ii) Administration of foreign exchange. 

(iii) Export promotion, the mechanism of import control and 
administration for trade and commerce generally. 

(iv) Review of the mechanism and procedures of economic 
controls. 

(v) The role of the Ministry of Industry and Supply vis-a-vis 
other Ministries handling specific industries. 

(vi) Organization for promoting industries in the private 
sector. 

We have kept them constantly in our mind throughout our delibe¬ 
rations. 

15.4. The Study Team had 12 meetings in all extending over 23 
days. Since the field of Economic Administration is very extensive, 
we had to be selective in our choice of those areas which we in¬ 
tended to investigate in detail. Spreading out our effort over a 
larger area would have necessitated a much longer period than was 
available to us. Moreover, we thought it advisable to concentrate 
on a few strategic points which have a decisive effect on the econo¬ 
my of the country. This initial decision regarding the selection of 
subjects provided the foundation for the subsequent work of the 
Team. 

15.5. The Government’s contacts with the trade and industry, 
in the present age of complexity and specialization, have become 
increasingly numerous and detailed. The relations between the 
Government and the economy are so variegated in nature that it is 
difficult to attempt any classification of these relations which can 
satisfy all .points of view. Consequently, we had a definite choice 
to make regarding the methodology of our study in the field of 
economic administration. 

15.6. One possible approach would have been to classify the 
numerous Government’s contacts with the economy by the type 
of instrument or technique employed, e g., legislation, licensing, 
taxation etc. Classification from the functional point of view de¬ 
pending on the objective of the Government intervention would be 
equally feasible, e.g,, various controls employed in the strategy of 
industrial development, financing of industry, incentive schemes for 
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•development of exports etc. In our treatment of the problem, we 
have adopted a combination of both these approaches in the hope 
that the examination of a few crucial and important operations of 
rthe Government would be a more meaningful and fruitful guide 
in assessing their effectiveness and utility. This approach is also 
in consonance with our belief that social objectives are better 
achieved if the Government’s intervention is limited to a few criti- 
-cal and strategic points and does not extend to operational details 
.and managerial decisions. 

15.7. A study covering such a variegated group of subjects in¬ 
volved collection of extensive data regarding the existing situation 
of the swiftly changing regulations, the past experience of the 
■operation of several controls, the organizational pattern prevailing 
in Government agencies charged with policy formulation and im¬ 
plementation etc. The burden of collecting this information and 
data fell on the limited research staff available to the Team. In 
■order to avoid delays and an excessive burden on those Govem- 
jnent Departments and Agencies whose work we have examined, 
we generally depended on our research staff collecting the neces- 
;sary information on an informal basis. 

15.8. The efficacy and the suitability of the control mechanism 
•can best be judged by conducting case studies and consequently 
our research staff was utilized for conducting the following case 
studies: 

(1) Case study on the working of the Industrial Licensing 
Procedure; 

(2) Case study on the working of the Foreign Agreements 
Committee; 

(3) Case study on the working of the Capital Goods Com¬ 
mittee; and 

(4) Case study on the working of the Exchange Control 
Branch of the Reserve Bank and the Exchange Control 
Branch of the Department of Economic Affairs, Ministry 
of Finance. 

15.9. We also utilized the services of the National Council of 
.Applied Economic Research, who were requested to conduct case 
studies on the working of the IDBI, IFC and the ECGC. The 
NCAER have furnished us reports on these institutions and we have 
relied extensively on their findings. Full reports of these case 
studies can be seen in Part II of our Report. 
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15.10. After initial discussion and identification of problem areas, 
we felt that some persons who possess an intimate knowledge of 
tile various problems in the field of the Economic Administration 
could render us valuable assistance by sharing their thoughts with 
us. We, therefore, invited them to have a discussion with the 
Study Team. Apart from these invitees, the Secretary of the 
Team has drawn heavily o'n the experience and the views of a 
number of persons working in the different Departments of the 
Government and other Institutions. The large number of these 
persons prevents us from mentioning their names but we would 
take this opportunity to thank them profusely for all that they 
have done for us and for their rich experience which they have 
kept at our disposal. Apart from individuals, a number of Organi¬ 
zations, Chambers of Commerce etc. have readily furnished us their 
views and comments and these have contributed to our efforts in a 
very significant way. The list of such Organizations may be seen* 
in Annexure XII. We are extremely grateful for the trouble they 
have taken and would like to acknowledge the contribution they 
have made in getting this Report through in such a short time. 

15.11. As our field of enquiry covered subjects which were only 
remotely connected with one another, we felt that the issue of a 
common questionnaire would be an inappropriate method for 
ascertaining the views of the large number of persons who are 
connected with one or the other subject. We therefore, issued no 
questionnaire. 

15.12. The Chairman of the Commission discussed the scope 
and functioning of our Team with our Chairman, Shri C. H. Bhabha, 
twice. We are indebted to him for the valuable suggestions he 
made. Shri H. C. Mathur. Member of the Administrative Reforms 
Commission, has been in constant touch with this Team and has 
discussed the numerous problems with us individually and collec¬ 
tively. We wish to place on record our grateful thanks for the 
interest he has taken in our work and for the able guidance pro¬ 
vided by him. 

15.13. In the end, we wish to convey our thanks to the small 
research and secretarial staff which was exclusively placed at the 
disposal of this Team. Sarvashri A. N. Bhyana, S. S. Trehan, P.C. 
Jain, D. L. Parswani, H. S. Ameja, Shri Niwas Sharma and Rati Ram 
have toiled hard to bring our work to a speedy conclusion. We 
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would also like to make a special mention of the assistance rendered 
to us by Dr. Kersi D. Doodha, who has devoted considerable time 
and participated i'n our deliberations. 

K. M. Mirani C. H. Bhabha 

Secretary, Study Team Chairman, Study Team 

Sham Lai Saraf. 

H. C. Heda. 

D. P. Goenka. 

Bharat Ram. 

V. K. Ramaswami. 

P. D. Kasbekar. 

Ajit Mozoomdar. 



Chapter XVI 

SUMMARY OF FINDINGS AND RECOMMENDATIONS 

Introduction 

1. The State plays a significant role in all modern economies.. 
Its role is all the greater in a country having a programme of: 
planned economic growth. (1.3.) 

2. With specific targets laid down in the Plan for the various 
sectors of economy, total reliance on market mechanism is imprac¬ 
ticable. The reliance on some physical controls seems indispens¬ 
able. (1.4) 

3. Controls can be effectively and fruitfully employed to achie ve¬ 
nose aims which are precise, detailed and qualified. They are 
vitiated when more is controlled than is planned. (1.5) 

4. Administrative intereference can be meaningful only if it is 
guided by clearly defined aims and specific criteria. There is a 
paramount need for increasing specificity in administrative pro¬ 
cesses. (1.5) 

5. Administrative decisions should be based on pre-determined 
criteria which should be formulated on objective considerations- 
and published for general information. We would like to see the 
emergence of what could be called a “Red Book” regime. (1.7) 

6. It is imperative that a built-in system of review -should be 
devised to ensure that the Government agencies incharge of various 
controls are responsive to altered conditions and the administrative 
machinery posseses the resilience for making quick adjustments to 
suit the changed circumstances. (1.11) 

Strategy of Industrial Development—Control over Investment 

7. Government intervention should be restricted to the structural 
framework of the economy rather than to processes within- 
this framework. Only strategic decisions should be taken by the 
Government leaving the tactical ones to the entrepreneur. (2 2) 
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8. The progressive exemption given to a number of industries 
from the licensing provision of the Act does not serve much pur¬ 
pose. It only postpones the Government scrutiny from the licens¬ 
ing stage to the subsequent stage of registration. (2.22) 

9. There is no machinery for undertaking a constant review of 
the development of the various industries which could suggest not 
merely the revision of targets but could also make suggestions to 
the Government for devising suitable measures to encourage the 
How of investment in particular directions. (2.23) 

10. There is no predetermined policy guiding the decisions of 
the Licensing Committee a'nd consequently a large number of deci¬ 
sions are taken on an ad hoc basis. (2.25) 

11. Licensing under the Act might have been effective in serving 
the negative purpose of preventing the establishment of industrial 
capacity not provided for in the Plan but it has not been effective 
m securing an adequate volume of investment in priority indus¬ 
tries. (2.26) 

12. The objective pf avoiding the concentration of economic 
power cannot be served by the indutsrial licensing procedure. 
(2.27) 

13. The objective of securing a regional dispersal of industries 
can be more effectively implemented by providing positive induce¬ 
ments a'nd facilities in the under-developed regions. (2.28) 

14. The promotion of small scale sector by utilising the licensing 
provisions of the Act has a very limited scope. We recommend that 
a list of industries specifically earmarked for small .scale sector 
should be worked out. (2.29 & 2.41) 

15. Licensing system which unavoidably lays emphasis on the 
targetted capacity and the capacity already licensed has resulted 
in the capacity being booked by a few powerful groups, thus 
obstructing the entry of new entrepreneurs. (2.31) 

16. We conclude that the licensing system has not led to the 
achievement of social and economic objectives for which it was 
designed. We, therefore, recommend that the present licensing 
system should be given up. (2.34) 

17. We do not think that by raising exemption limits upwards 
from the present level of Rs. 25 lakhs will serve any useful purpose. 
(2.35) 
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18. The main fault of the licensing procedure is that it absolves 
the entrepreneur from making his own investment decisions. (2.36) 

19. The fiscal and the credit policy of the Government should 
be tailored to further the industrial policy and a liberal use should 
be made of the several provisions in the Income Tax law which enable 
the Government to accord selective and preferential treatment in 
the matter of taxation to those industries which are considered 
essential and of high-priority. (2.37) 

20. The Government should give up detailed administrative 
allocations in favour of a few generalised instruments provided by 
tariff, fiscal and credit policies. It is fatal to depend entirely on 
administrative decisions which are often amateurish and sometimes 
positively harmful. (2.38) 

21. For avoiding the concentration of economic power, the Gov¬ 
ernment may consider using some provisions of the Company Law, 
especially those relating to inter-corporate investments. The entry 
of the public sector in strategic and capital-intensive industries 
can also act as a restraint. The fiscal policy of the Government 
could be oriented to avoid the emergence of the phenomenon. 
(2.39) 

22. The Government should work out in advance the blue-print 
of strategy of industrial development. This should enumerate ih 
detail the policy proposed to be followed in the allotment of foreign 
exchange for the import of capital goods, the policy in respect of 
provision of imported and indigenous current inputs, the policy pro¬ 
posed to be followed by the financing institutions, the policy regard¬ 
ing the phased manufacturing programme, and the guidelines on 
which the foreign collaborations will be permitted. The pre-determi¬ 
nation of policy relating to the matters enumerated above should 
guide the investment decisions of the entrepreneur. (2.44) 

Capital Issue Control 

23. The Controller of Capital Issues has certain well-established 
criteria which he applies while dealing with applications and many 
of these criteria have now been reduced to precise mathematical 
formulae. (3.17) 

24. This control is an example of the Administration’s reluctance 
«o g Iveup the control even when its usefulness has come to an end. 
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Taking all factors into consideration, we, recommend that the Capi¬ 
tal Issues Control in its present form should be given up. (3.21) 

25. The Controller of Capital Issues should lay down the broad 
conditions which the companies intending to issue capital must follow. 
The Registrar of Companies should be entrusted with the task of 
watching due compliance of these instructions. (3.22) 

26. Only companies who cannot conform to these conditions should 
be asked to seek prior approval from the Controller of Capital 
Issues. (3.22) 

27. The entire Organization of the Controller of Capital Issues 
■could be dispensed with and his residual functions entrusted to the 
Registrar of Companies. (3.22) 

28. The Department of Company Law Administration should be 
located in the Ministry of Finance. (3.22) 

Foreign Collaboration 

29. Royalty which is a return on the technology imparted by the 
collaborator should be valued independently without relating it to 
the share of the foreigner in the equity investment. (4.12) 

30. The services of the foreign collaborator by way of knowhow, 
drawings, designs etc., should be more reasonably related to either 
the entire capital cost of the project or the entire value of the 
capital equipment whether imported or indigenous. (4.12) 

31. The administrative Ministries should be given powers to 
approve royalties and knowhow fees without any maximum limits, 
subject to the advice of the technical experts. (4.12) 

32. The Foreign Agreements Committee in future should require 
the concerned administrative Ministries to state the exceptional 
features of the case which necessitates a reference to the Committee 
instead of its disposal by the Ministry itself. (4.14) 

33. Royalty should be invariably expressed in the standard 
form of a percentage of the net ex-works value of production. (4.14) 

34. A company seeking to remit any amount as royalty should 
be required to produce to the Reserve Bank of India a statement 
certified by the company’s external auditors as to the total value 
of the production, its ex-factory price, the imported component and 
dhe manner of computing the amount of royalty. (4.14). 
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35. A firm asking for extension of a subsisting Collaboration- 
Agreement must be invariably asked to produce the figures relating 
to the totall payments already made under the Agieement so as to 
enable the Government to have a clear idea as to the total cost 
incurred by t he country on the import of technology. (4.14). 

36. The Government should review the approvals given in the 
last few years in which export stipulations have been made and 
assess whether the parties have really lived upto their undertakings. 
The judgement on the advisability of permitting private foreign in¬ 
vestment in a particular industry should be based on an objective 
assessment of the export potential of a particular product rather 
than the undertakings given by the investors. (4.14). 

37. There is no need to have the Foreign Investment Committee 
when 2 high-level Committees, namely, the Economic Committee of 
Secretaries and the Negotiating Committee of the Secretaries can 
handle all major questions of general applicability. (4.15). 

38. While it is important to develop indigenous knowhow, the 
CSIR should not insist on the utilization of any process perfected by 
them till they have used the knowhow up to the stage of a 
pilot-plant. (4.16) 

39. The Government should lay down specific fields of industries 
where foreign investment is welcome. This policy formulation 
could well take the shape of an authoritative statement by way of 
a Foreign Private Investment Policy Resolution. (4.19). 

40. The DGTD should start a systematic study of the past col¬ 
laboration agreements and assess the progress of the technology 
in the country so as to evolve a meaningful policy regarding the 
treatment to be given to the foreign investors in specified industries. 
Based on this evaluation, some standard acceptable terms of financial 
and technical collaborations should be worked out. Starting with 
a few important industries the process could be progressively refined 
to look after the specialized features of individual industries. (4.20) 

Price and Distribution Control 

41. Fixation of prices by administrative orders prevents adjust¬ 
ment in the pattern of production unless the price takes full ac¬ 
count of the relative costs of production. (5.5). 
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42. For important strategic commodities like steel and cement,, 
the best course would be to pre-empt a portion of the production, 
for priority sectors at a price stipulated by the Government and to 
leave the rest for distribution by the industry itself. The Govern¬ 
ment should not undertake a detailed apportionment to innumerable 
consumers. (5.9). 

43. The Department of Economic Affairs should provide the 
secretariat for the Committee on Prices. (5.21). 

44. The present arrangement of using the Cost Accounts 
Organization of the Finance Ministry and an ad hoc fixation of 
prices should be given up. The machinery of the Tariff Commission 
should be invariably utilized. (5.25). 

45. For the industrial commodities which are manufactured in 
an organized sector, price and distribution control should be operat¬ 
ed through the manufacturers’ organizations themselves, the State 
taking on itself merely overseeing responsibility. (5.26). 

Import Control 

46. The present system relating to maintenance imports is based 
largely on “historical” shares and the “registered” capacity of the 
individual units. (6.4). 

47. The DGTD should periodically work out for each important 
industry the utilization of the installed capacity so that the alloca¬ 
tion of current inputs could be considered along with this data to 
ensure their optimum utilization. Allocation of the scarce resources 
should be on a more selective basis. (6.6). 

48. The Government policy regarding the maintenance imports 
to be allowed to different industries should be periodically published 
on the lines of “Red Book.” (6.7). 

49. Physical control on imports is unavoidable in the present 
circumstances. (6.9) 

50. The procedure relating to the clearance from indigenous 
angle is providing indiscriminate protection. It acts as an enforced 
market sharing. It shelters inefficient firms and limits the rewards 
for efficiency. (6.13). 



274 


51. In future, a greater reliance should be placed on protection 
provided by tariff rates which should be adjusted to provide protec¬ 
tion for a definite period only. (6.15). 

52. Having fixed the quantum of imports permissible to indus¬ 
trial units, there should be a certain amount of manoeuvrability to 
the importer who should be able to order raw materials and com¬ 
ponents taking into consideration not only their availability within 
the country but also the price and the time schedule of deliveries. 
(6.16). 

53. The policy and the procedure for the allotment of foreign 
exchange to the industries and the principles to be followed in the 
unit-wise allocation to individual firms should be periodically dis¬ 
cussed with non-official organizations. (6.18). 

54. The suggestions that the allotment of permits and licences 
should be entrusted to an autonomous Board is not practicable. 
( 6 . 20 ). 

55. A Board of Referees should be constituted where parties 
aggrieved by orders under Import Control could come up for review. 
(6.25). 

56. The present practice of asking for income tax clearance from 
import licensees should be given up (6.30). 

Coordination in the Industrial Sector 

57. Though the private sector is expected to play an important 
role in the industrial development of the country, there is no active 
collaboration by this sector in the matter of industrial planning, 
allocation of foreign exchange and evaluation of the progress achiev¬ 
ed by the private sector industries. (7.18). 

58. We welcome the shifting of the DGTD’s Organization to the 
Ministry of Industry. (7.18). 

59. The Ministry of Industry should be reorganized and should 
be entrusted with the following tasks: 

(a) Industrial Policy—balance between the public and the 
private sector—requirements of large, medium and small 
scale sectors—regional dispersal of industries—Adminis¬ 
tration of Industries (Development & Regulation) Act; 
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(b) Industrial planning; 

(c) Overall aspects of public sector undertakings—the Bureau 
of Public Enterprises; 

(d) Technical development—Organization of the DGTD; 

(e) Co-ordination in industrial training; manpower planning; 

(f) Servicing the Cabinet Committee on Industries; and 

(g) Small Scale Industries. (7.20). 

60. It would not be appropriate to give to the Ministry of Indus¬ 
try the administrative charge of the various financing institutions. 
(7.22). 

61. We consider that the transfer of the Department of Company 
Law Administration to the Ministry of Industry is erroneous. The 
Company Law Administration and the Capital-Issues Control should 
be located in the Ministry of Finance. (7.23). 

62. We are opposed to the suggestion that the developmental 
functions of the DGTD should be separated from their regulatory 
functions and the Organization split in 2 parts. (7.29). 

63. Some technical expertise ought to be introduced in the 
personnel manning the posts in the Ministries incharge of industries. 
(7.30). 

64. A comprehensive Data Bank on modern methods, preferably 
computerized should be created in the Organization, of the DGTD. 
(7.34). 

65. The Central Advisory Council for Industries should be 
closely associated in the formulation of policies which Government 
proposes to follow for allocating various resources to industry. 
(7.39). 

66. Representative bodies like the Federation of Indian Chambers 
of Commerce and Industry and the Associated Chambers of 
Commerce and Industry should be closely associated in the delibe¬ 
rations of the Government. (7.39). 

67. Development Councils should have a> liberal representation 
from the managerial class along with technologists. (7.41). 

68. It will be desirable for these Councils to have a small per¬ 
manent secretariat of their own manned by persons from industry 
itself. (7.42). 
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Export Promotion—Strategy and Institutional Framework 

69. In the matter of drawback of excise and customs duties, 
there need be no attempt to meticulously correlate the rate of draw- 
hack with the actual value of the dutiable raw materials contained 
in a particular export commodity. The incidence of duty on more 
and more commodities should be worked out on a representative 
basis. (8.8). 

70. For a few selected important export items, the Government 
of India should seek to bring about uniformity in the rate of sales 
tax in the State Governments concerned and provide an ad hoc relief 
‘by way of drawback. (8.11). 

71. No elaborate machinery for the grant of this relief need be 
created. The authority at present dealing with the drawback of 
customs and excise duties should be entrusted with the grant of this 
relief as well. (8.12). 

72. Export duties which were imposed in the wake of devalu¬ 
ation had the main objective of sustaining the unit-value of im¬ 
portant export items. The Ministry of Commerce should be the 
final judge as to the exact rate to be charged from time to time. In 
case of difference of opinion between, the Ministry of Commerce and 
the Ministry of Finance the view-point of the former should prevail. 
( 8 . 22 ). 

73. For each important agricultural commodity entering into 
export, a plan of operation should be worked out specifying the 
inputs required, the period of waiting and the output expected as a 
■direct result of the additional investment. (8.24). 

74. In order to arrive at the correct import content of the various 
export commodities and to remove any misgivings from the minds 
of the exporters these percentages should be reviewed every year 
in a forum consisting of the Technical Advisers of the Govern¬ 
ment, the Export Promotion Councils and the representatives of 
the Development Councils. (8.25) 

75. Jigs and tools imported out of the Replenishment licences 
ought to be cleared from essentiality angle and should be exempted 
from indigenous angle. (8.27). 

76. Stock-piling operations of the STC should, in due course, 
extend to critical indigenous raw materials along with imported 
materials because this will ensure a speedy supply of materials to 
the exporters. (8.30). 
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77. The facility for advance import licences and for advance 
allotment of indigenous raw materials should be extended liberally. 
<8.31). 

78. There should be a change in the concept of indigenous 
availability for export industries. Critical and easily identifiable 
raw materials and intermediates may be allowed to be imported by 
exporters even if they are indigenously available provided that this 
results in the reduction of the cost of production by a suitable per¬ 
centage specified by Government. (8.32). 

79. The system of cash assistance based on the indigenous 
content in a commodity should be supported by exhaustive data. 
(8.34). 

80. Indian investors abroad should be allowed a limited amount 
of cash investment also. (8.38) 

81. The country’s resources should be committed to export- 
oriented industries on the basis of an objective assessment of the 
export potential of a particular product and the present device of 
Performance Bonds and Bank Guarantees should be given up (8.39). 

82. The Indian Institute of Foreign Trade, as a specialized body, 
possessing the latest techniques should be the agency which could 
assist various Export Promotion Councils in designing the market 
surveys. (8.43). 

83. The Directorate of Statistics in the Ministry of Commerce 
should undertake to create a Data Bank providing the relevant in^ 
formation to Indian exporters. (8.44). 

84. The Export Promotion Councils should be constantly engag¬ 
ed in identifying specific handicaps experienced by Indian exports 
and locating specific remedies to remove the bottlenecks. (8.48). 

' 85. The recognition of Export Houses need not be with 
reference to any specific commodities to begin with. This exercise 
can be undertaken after some years when they have attained some 
specialization. (8.51). 

86. Export Promotion Councils should work out a code of trad¬ 
ing practices between manufacturers and exporters. (8.52). 

87. While constituting the various Commodity Boards, the 
Government should accept the nominations made bv the Trade 
Associations so as to create a sense of involvement and participation 

in these organizations. (8.57). 
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88. Foreign exchange allotments may be placed at the disposal 
of the Commodity Boards at the beginning of the year and they 
should be given complete freedom to organize their publicity and 
promotional activities. (8.59) 

89. Special care is needed in filling the posts of the Chairmen 
of the various Commodity Boards and only persons having intimate 
knowledge of the industry should be selected for the purpose. The 
choice need not be restricted to officials. (8.61). 

90. To bring about co-ordinatio'n between the Government of 
India’s policies and State Governments’ policies in respect of 
plantation crops, a Co-ordination Committee should be situated at 
the Ministerial level (8.64) 

91. For managing the offices of these Boards abroad, persons 
having experience of the industry rather than civil servants should 
be posted. (8.66) 

92. The ECGC should continuously review the terms and condi¬ 
tions of various schemes in India as well as abroad and evolve new 
schemes when circumstances so necessitate. (8.73) 

93. 'ifhe ECGC, owing to a small capital and reserves is unwill¬ 
ing to take risks. The Government should come forward to under¬ 
write some business in order to diversify exports and locate new 
markets. (8.75). 

94. In order to encourage the banks to grant increased credit 
against the assignment of policies, the ECGC should revise the 
terms and conditions of the policies in respect of the extent of the 
loss covered in order to bring it on par with the practice followed in 
other countries. (8.76). 

95. The ECGC should work out a schedule of its premium rates 
giving preferential treatment to specific markets and specified com¬ 
modities in line with the export strategy of the Government from 
time to ime. (8.77). 

96. For issuing Credit Insurance Policy, the ECGC need not 
call for a bank report on the party, especially for those parties who 
the number of people and the period of deputation. (8.96) 

97. For comparatively small credit limits, the ECGC should' 
dispense with detailed investigation about the credit-worthiness of 
the foreign buyer. (8.79). 
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98. There should be a time limit of 60 days within which the 
-proposed credit limit should either be accepted or rejected by the 
ECGC. (8:83). 

99. The ECGC should be required to pay interest on the claim 
money if the period between the filing of the claim and the final 
settlement exceeds 6 months. (8.83). 

100. The ECGC should agree to carry out recovery proceedings 
if the policy-holder makes such a request. (8.84). 

101. The Reserve Bank of India should give a general permis¬ 
sion to ECGC to file cases without specific prior permission in 
individual ‘cases. They should also be given a blanket foreign 
fexc'iange permit for this purpose. (8.84). 

102. Branch officers of the Corporation should enjoy more powers 
In matters like issue of the policies. (8.85). 

103. The practicability of appointing the commercial banks as 
the Corporation’s brokers should be examined. (8.86). 

104. The ECGC can improve its resources position by investing 
in fixed deposits instead of Government securities. (8.88). 

105. The function relating to the participation in trade fairs 
abroad should be transferred to the Indian Council of Trade Fairs 

.and Exhibitions (ICTFE). (8.92) 

106. The present system of grants-in-aid may continue for a 
few years and the Councils should be required to raise a matching 
grant. Ultimately, the objective should be to make the Council 
self-supporting. (8.93). 

107. The Council need not approach the Department of Economic 
. Affairs for the release of foreign exchange in each and every case. 

(8.94). 

108. The requirement of the deputation of staff abroad should 
be worked out in terms of man-days and cleared in the beginning 

>of the year leaving the discretion to the Council to select the time, 
the number of people and the period of deputation. (8.96). 

109. The Council should be empowered to recommend to the 
Reserve Bank of India the release of foreign exchange to those who 

.are participating in trade fairs abroad. (8.97). 

110. The Export Promotion Councils should be asked to utilise 
the agency of the ICTFE for their publicity abroad. (8.98). 

-42 H A—19. 
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Financing Institutions 

111. The IDBI should assume the role of an. Apex Development 
Bank coordinating the activities of the various financing institutions,, 
both in the large and small sector. It should restrict its direct 
financing to a few very large projects leaving the financing of indus¬ 
trial projects primarily to IFC, ICICI and the State Financial Cor¬ 
porations. (9.6). 

112. The Government should give specific written directives to 
the IDBI enumerating the priority industries which should receive 
the utmost attention from this premier financing institution. (9.13) 

113. The direction of institutional finance should be utilized by 
the Government as an effective tool in the strategy of industrial 
development. (9.14). 

114. The IDBI, in consultation with other institutions, should 
specify the role of the various institutions either by the size of the 
projects, or the type of assistance needed, or the foreign exchange re¬ 
quirements, or the regional location etc., so that projects do not have 
to approach a number of financing institutions at the same time. 
(9.21). 

115. In the long run, specialized institutions like the IDBI, Agri¬ 
cultural Refinance Corporation, Unit Trust of India and the Deposit 
Insurance Corporation should build up their own managerial and 
technical competence. It will then be worthwhile to separate them, 
from RBI altogether. (9.24). 

116. Multiplicity of financing institutions should be avoided and 
the special requirements of industries should be achieved by ear¬ 
marking oil funds available with the IFC and the IDBI. (9.25). 

117. The proper role for the institutions like the State Industrial 
Development Corporations should be promotional and they need not 
undertake financing activities. (9.26). 

118. The State Governments should conduct techno-economic 
surveys of the various regions and determine their special industrial 
potential. In the light of these surveys, they should give specific 
written instructions to these Corporations to exploit these resources, 
fully. (9.44). 

119. To the extent practicable, SFCs should develop business by 
way of subscription to debentures, issuing of guarantees and under¬ 
writing of shares. (9.45). 
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120. Apart from the financial help by way of providing machinery 
on hire-purchase system and organizing the supply of imported and 
indigenous raiw materials, the specialized institutions looking after 
the small scale sector should not undertake financing activities. (9.46). 

121. To provide adequate finance to small scale sector some funds 
of the SFCs should be earmarked for small scale units. (9.47). 

122. The SFCs need not be asked to go to the market to raise 
their resources. The State Governments ought to include the pro¬ 
bable requirements of these Corporations while drawing up their 
own annual borrowing programmes. (9.53). 

123. We endorse the recommendations of the Working Group set 
up by the Reserve Bank of India for examining the functioning of 
the SFCs, namely, that the Government should write off their sub¬ 
vention liabilities. (9.56). 

124. Special legislation should be passed to make the dues of the 
SFCs recoverable as arrears of land revenue. (9.59). 

125. For loans under Rs. 1 lakh, the SFCs should be appointed 
as agents of the State Governments. (9.60). 

126. The dependence of the SFCs on the services of the Direc¬ 
torates of Industries should be minimised. (9.61). 

127. The stamp duty on legal mortgages created by financing 
institut ions should be levied at one place and all subsequent transac¬ 
tions seeking to convert the long-term debts into short-term debts 
should be exempted from the stamp duty. (9.62). 

Monetary Policy and the Reserve Bank of India 

128. The monetary policy of the Reserve Bank cannot be envi¬ 
saged as a forum of economic strategy which pursues its own inde¬ 
pendent objectives. It is a part of the country’s economic policy as 
a whole and must be viewed as such. (10.18). 

129. The Reserve Bank should be looked upon as an independent 
entity capable of giving expert advice, views and proposals. The 
role of the Reserve Bank would be that of a highly skilled executant 
in the monetary field of the Government’s economic policies. (10.19). 

130. In order to assist the Bank in the formulation of the credit 
policy and laying down the guidelines for regulating banking policy 
and practice a National Credit Council should be established. (10.21) 
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131. The National Credit Council of India should be purely an 
advisory body where the Government, the Reserve Bank of India and 
the representatives from commerce, industry, labour and banking 
institutions could deliberate and evolve suitable credit policies from 
time to time. (10.22). 

132. In order to ensure some degree of independence in the 
advice flowing from the Reserve Bank of India, the office of the 
Governor of the Reserve Bank need not be exclusively earmarked for 
civil servants. (10.24). 

133. The Governor of the Reserve Bank should enjoy the same 
status as the Comptroller & Auditor General of India. He should 
be removable only by the approval of the Parliament. (10.24). 

Exchange Control 

134. While dealing with applications for business trips abroad, 
the Reserve Bank should not delay matters by checking in every 
case whether the past export proceeds have been repatriated. (11.9). 

135. A businessman belonging to a firm which is enrolled as a 
member of the Export Promotion Council or registered with them 
should not be bothered with the burden of proving his financial 
standing every time he travels abroad. (11.9). 

136. In cases of deputation abroad of the personnel belonging to 
the export-oriented public sector projects, prior approval of the ad¬ 
ministrative Ministry need not be insisted upon. (11.10). 

137. Rules regulating the release of foreign exchange for studies 
abroad should not be altered frequently and should remain in force 
at least for a period of 5 years. (11.13). 

138. In order to remove uncertainty and to achieve a sort of semi¬ 
permanence, regulations governing the release of foreign exchange 
for various invisible items should be published in the shape of “Red 
Book on invisibles”. (11.17). 

139. The amount of foreign exchange spent on various uses and, 
whenever practicable, the number of applications of the various types 
should be published for common knowledge every 6 months. (11.17). 

140. The restriction on travel abroad has failed to serve its pur¬ 
pose and should be given up. A system of a basic travel quota 
should be reinstituted. (11.26). 



Economic Policy—Formulation mid Implementation 

141. The Chief Economic Adviser to the Government should bo 
placed in the Cabinet Secretariat and should head the specialized 
Cell dealing with economic matters. (12.5). 

142. The Chief Economic Adviser should be a member of the 
Committee of Economic Secretaries. (12.6). 

143. The Chief Economic Adviser of the Government should be 
formally the head of all Economic Divisions in the various Ministries. 
He should be competent to call for any papers from the Economie 
Advisers to ensure that full economic implications of the proposals 
are being taken into account. (12.7). 

144. The Department of Economic Affairs should be squarely res¬ 
ponsible for the economic coordination instead of getting submerged 
in the many detailed and inconsequential functions. The serious in¬ 
roads made in its legitimate sphere by the Planning Commission and 
the Deptt. of Coordination must be remedied (12.9). 

145. The Ministry of External Affairs should be primarily res¬ 
ponsible for coordinating the various technical assistance programmes. 
( 12 . 12 ). 

146. The Economic Adviser in the Ministry of Industry should 
not be bothered with the routine and administrative tasks imposed 
upon him in his capacity as Secretary, CG Committee. (12.16). 

147. Professionally competent economists who are the members 
of the Indian Economic Service should not be burdened with ad¬ 
ministrative jobs. (12.17). 

148. Ministries dealing with industry should be strengthened by 
the introduction of technical experts at middle-management level 
( 12 . 20 ). 

149. These technical experts could well be drawn from public- 
sector undertakings. (12.22). 

150. Special Officers to look after the problems concerning speci¬ 
fic major industries should be appointed. They should be technical 
persons and not from administrative service. (12.23). 

151. There need be no formal Central Economic PooL (12.27). 

Management of Foreign Exchange 

152. The foreign exchange estimates should be undertaken simul¬ 
taneously along with the annual development programmes and the 
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foreign exchange budget should be finalized at the same time as the 
country’s fiscal budget. (13.6). 

153. As a matter of general applicability, the allocation of foreign 
exchange for maintenance requirements of industrial units should be 
done on an annual basis even if it is to be at a lower level so as to 
take care of any unforeseen contingency. (13.10). 

154. The system of data collection in the Reserve Bank should 
be improved so as to provide a more reliable basis fear estimating 
the availability of foreign exchange. (13.12). 

155. In the allotment of foreign exchange for maintenance re¬ 
quirements there should be a unit-to-unit parity between the public 
and the private sector. (13.15). 

156. The Economic Adviser of the Ministry of Industry should 
divest himself of the routine and administrative duties in his capacity 
as the Secretary of the CG Committee. (13.16) 

157. Before giving CG approval, the stage of preparedness of the 
industrial unit should be thoroughly examined. (13.25) 

158. The DGTD should determine in advance the types of equip¬ 
ment and the type of industry which could be financed from a parti¬ 
cular source to the country’s maximum advantage. (13.25) 

159. The practice for allocating a fixed amount of foreign ex¬ 
change for standard size plants in various industries should be exten¬ 
ded to more and more industries. (13.25) 

160. The Financial Advisers should provide appropriate leader¬ 
ship so as to accelerate the rate of utilization of foreign exchange by 
public sector projects. (13.25) 

161. A small amount of free foreign exchange should be allocated 
for the import of capital goods. (13.25) 

162. The machinery for the follow-up action on cases cleared by 
the CG Committee should be created in the office of the Secretary of 
the Committee himself. (13.25) 

The Role of the State Trading Corporation 

163. Though the Corporation came in existence primarily for the 
proper execution of bilateral trade agreements, it has come to be 
utilized as an additional weapon in the armoury of the State to give 
effect to iis economic policies. The STC has been now entrusted with 
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numeiou* tasks like arranging import of bulk commodities, import of 
speculative items, undertaking buffer stock operations as a price sup¬ 
port measure, exploring new export markets etc. It has been treated 
as a universal agent for the Government. (14.1) 

164. Unless the imported commodities are of a specultative na¬ 
ture, canalization of imports through the STC should not be total so 
that the actual users whose demand exceeds the prescribed minimum 
have the option of making direct purchases from abroad. (14.29) 

165. For distribution of these commodities, the STC should prefer 
associations of users, recognized trade associations or socially cont¬ 
rolled organizations, like Small Scale Industries Corporations, 
whenever such organizations come forward to undertake the distri¬ 
bution work. (14.31) 

166. The STC should publish for the public knowledge the names 
of the distributors appointed by them and the remuneration allowed 
to them for the various commodities. (14.31) 

167. For items that are imported for stock and sale, the STC 
should vigilantly enforce the price so that the dealers get an adequate 
return on investment but the interests of the consumers are also 
safeguarded. (14.32). 

168. In the items of speculative nature imported by the STC, 
the established importers or other intermediaries should be allowed 
only a reasonable margin of profit in consonance with the services 
rendered by them. The rest of the profit should be entirely mop¬ 
ped up by the STC. (14.39) 

169. The financial results of the STC’s operations which are in 
the nature of price support measure should be separately and clearly 
indicated. If it is socially desirable to assist the cultivator, its cost 
to the exchequer ought to be known. (14.51) 

170. 'The STC, as a business organization, ought to be associated 
from the very beginning in making an assessment of the probable 
profits or losses whenever such price support operations are under¬ 
taken. (14.52) 

171. To the extent possible, these operations should be entrusted 
to the recognized representative bodies or the cooperative societies. 
The role of the Government or the STC could then be restricted to 

the finding of adequate finance to implement the Government policy. 
(14.53). 
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Axkxxtjek I 

INDUSTRIAL POLICY RESOLUTION 

New Delhi, the 30th April, 1956. 

No. 91|CF|48.—The Government of India set out in their Resolu¬ 
tion dated the 6th April, 1948, the policy which they proposed to pur¬ 
sue in the industrial field. The Resolution emphasised the impor¬ 
tance to the economy of securing a continuous increase in produc¬ 
tion and its equitable distribution, and pointed out that the State 
must play a progressively active role in the development of indus¬ 
tries. It laid down that besides arms and ammunition, atomic energy 
and railway transport, which would be the monopoly of the Central 
•Government, the State would be exclusively responsible for the 
establishment of new undertakings and six basic industries-except 
where, in the national interest, the State itself found it necessary to 
secure the co-operation of private enterprise. The rest of the indus¬ 
trial field was left open to private enterprise though it was made 
clear that the State would also progressively participate in this field. 

2. Eight years have passed since this declaration on industrial 
policy. These eight years have witnessed many important changes 
and developments in India. The Constitution of India has been enac¬ 
ted, guaranteeing certain Fundamental Rights and enunciating Direc¬ 
tive Principles of State Policy. Planning has proceeded on an orga¬ 
nised basis and the first Five Year Plan has recently been completed. 
Parliament has accepted the socialist pattern of society as the objec¬ 
tive of social and economic policy. These important developments 
necessitate a fresh statement on industrial policy, more particularly 
as the Second Five Year Plan will soon be placed before the country. 
This policy must be governed by the principles laid down in the 
Constitution, the objective of socialism, and the experience gained 
during these years. 

3. The Constitution of India, in its preamble, has declared that it 
aims at securing for all its citizens— 

“JUSTICE, Social, economic and political; 

LIBERTY of thought; expression, belief, faith and worship; 

EQUALITY of status and of f opportunity; and to promote 
among them all; 
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FRATERNITY assuring the dignity of the individual and the 
unity of the Nation.” 

In its Directive Principles of State Policy, it is stated that— 

“The State shall strive to promote the welfare of the people by 
securing and protecting as effectively as it may a social 
order in which justice, social, economic and political, shall 
inform all the institutions of national life.” 

Further that— 

“The Stale shall, in particular, direct its policy towards, 
securing— 

(a) that the citizens, men and women equally, have the 
right to an adequate means of livelihood; 

(b) that the ownership and control of the material 
resources of the community are so distributed as best to. 
subserve the common good; 

(c) that the operation of the economic system does not re¬ 
sult in the concentration of wealth and means of produc¬ 
tion to the common detriment; 

(d) that there is equal pay for equal work for both men. 
and women; 

(e) that the health and strength of workers, men and: 
women, and the tender age of children are not abused 
and that citizens are not forced by economic necessity 
to enter avocations unsuited to their age or strength; 

(f) that childhood and youth are protected against exploita¬ 
tion and against moral and material abandonment.” 

4. These basic and general principals were given a more precise 
direction when Parliament accepted in December, 1954, the socialist 
pattern of society as the objective of social and economic policy. 
Industrial policy, as other policies, must therefore be governed by 
these principles and directions. 

5. In order to realise this objective, it is essential to accelerate 
the rate of economic growth and to speed up industrialisation and, in 
particular, to develop heavy industries and machine making indus¬ 
tries, to expand the public sector, and to build up a large and grow¬ 
ing cooperative sector. These provide the economic foundations for 
increasing opportunities for gainful employment and improving 
living standards and working conditions for the mag S of the people. 
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Equally it i3 urgent, to reduce disparities in income and wealth 
•which exist today, to prevent private monopolies and the concentra¬ 
tion of economic power in different fields in the hands of small num¬ 
bers of individuals. Accordingly, the State will progressively assume 
a predominant and direct responsibility for setting up new industrial 
undertakings and for developing transport facilities. It will also 
undertake State trading on an increasing scale. At the same time, 
as an agency for planned national development, in the context of the 
country’s expanding economy, the private sector will have the 
opportunity to develop and expand. The principle of co-operation 
should be applied wherever possible and a steadily increasing pro¬ 
portion of the activities of the private sector developed along co¬ 
operative lines. 

6. The adoption of the socialist pattern of society as the national 
objective, as well as the need for planned and rapid development, 
require that all industries of basic and strategic importance, or in 
the nature of public utility services, should be in the public sector. 
■Other industries which are essential and require investment on a 
scale which only the State, in present circumstances, could provide, 
have also to be in the public sector. The State has therefore to 
assume direct responsibility for the future development of industries 
over a wider area. Nevertheless, there are limiting factors which 
make it necessary at this stage for the State to define the field in 
which it will undertake sole responsibility for further development, 
and to make a selection of industries in the development of which it 
will play a dominant role. After considering all aspects of the problem, 
in consultation with the Planning Commission, the Government of 
India have decided to classify industries into three categories, havng 
regard to the part which the State would play in each of them. 
These categories will inevitably overlap to some extent and too great 
a rigidity might defeat the purpose in view. But the basic principles 
and objectives have always to be kept in view and the general direct- 
tions hereafter referred to followed. It should also be remember¬ 
ed that it is always open to the State to undertake any type of indus¬ 
trial production. 

7. In the first category will be industries the future development 
of which will be the exclusive responsibility of the State. The 
-second category will consist of industries which will be progressively 
■State-owned and in which the State will therefore generally take 
the initiative in establishing new undertakings, but in which private 
•enterprise will also be expected to supplement the effort of the State- 
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The third category will include all the remaining industries and their 
future development will, in general, be left to the initiative and 
enterprise of the private sector. 

8. Industries in the first category have been listed in Schedule A 
of this Resolution. All new units in these industries, save where- 
their establishment in the private sector has already been approved, 
will be set up only by the State. This does not preclude the expan¬ 
sion of the existing privately owned units, or the possibility of the 
State securing the co-operation of private enterprise in the estab¬ 
lishment of new units when the national interests so require. Rail¬ 
ways and air transport, arms and ammunition and atomic energy 
will, however be developed as Central Government monopolies. 
Whenever co-operation with private enterprise is necessary, the State 
will ensure,, either through majority participation in the capital or 
otherwise, that it has the requisite powers to guide the policy and 
•ontrol the operations of the undertaking. 

9. Industries in the second category will be those listed in Sche¬ 
dule B. With a view to accelerating their future development the- 
State will increasingly establish new undertakings in these indus¬ 
tries. At the same time private enterprise will also have the oppor¬ 
tunity to develop in this field, either on its own or wih State parti¬ 
cipation. 

10. All the remaining industries will fall in the third category,, 
and it is expected that their development will be undertaken ordi¬ 
narily through the initiative and enterprise of the private sector, 
though it will be open to the State to start any industry even in this 
category. It will be the policy of the State to facilitate and encour¬ 
age the development of these industries in the private sector, in 
accordance with the programmes formulated in successive Five Year 
Plans, by ensuring the development of transport, power and other 
services, and by appropriate fiscal and other measures. The State- 
will continue to foster institutions to provide financial aid to these 
industries, and special assistance will be given to enterprises organis¬ 
ed on co-operative lines for industrial and agricultural purposes. In 
suitable cases, the State may also grant financial assistance to the- 
private sector. Such assistance, especially when the amount involv¬ 
ed is substantial will preferably be in the form of participation in 
equity capital though it may also be in part in the form of debenture 
capital. 
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11. Industrial undertakings in the private sector have necessarily 
to fit into the framework of the social and economic policy of the 
State and will be subject to control and regulation in terms of the 
Industries (Development and Regulation) Act and other relevant 
legislation. The Government of Indian however, recognise that it 
would, in general, be desirable to allow such undertakings to develop 
with as much freedom as possible, consistent with the targets and 
objectives of the national plan. When there exist in the same indus¬ 
try both privately and publicly owned units, it would continue to be 
the policy of the State to give fair and non-discriminatoty treatment 
to both of them. 


12. The division of industries into separate categories does not 
imply that they are being placed in water-tight compartments.. 
Inevitably, there will not only be an area of overlapping but also a 
great deal of dovetailing between industries in the private and public 
sectors. It will be open to the State to start any industry not in¬ 
cluded in Schedule A and Schedule B when the needs of planning so 
require or there are other important reasons for it. In appropriate 
cases, privately-owned units may be permitted to produce an item 
falling within Schedule A for meeting their own requirements or as 
by-products. There will be ordinarily no bar to small privately 
owned units undertaking production, such as the making of launches 
and other light-craft, generation of power fort local needs and small 
scale mining. Further, heavy industries in the public sector may 
obtain some of their requirements of lighter components from the 
private sector, while the private sector in turn would rely for many 
of its needs on the public sector. The same principle would apply 
with even greater force to the relationship between large scale and 
small scale industries. 


13. The Government of India would, in this context, stress the 
role of cottage and village and small scale industries in the develop¬ 
ment of the national economy. In relation to some of the problems 
that need urgent solutions, they offer some distinct advantages. They 
provide immediate large scale employment; they offer a method of 
ensuring a more equitable distribution of the national income and 
they facilitate an effective mobilisation of resources of capital and 
skin which might otherwise remain unutilised. Some of the pro¬ 
blems that unplanned urbanisation tends to create will be avoided 



294 


by the establishment of small centres of industrial production all over 
the country. 

14. The State has been following a policy of supporting cottage 
and village and small scalei industries by restricting the volume of 
production in the large scale sector, or by differential taxation, by 
direct subsidies. While such measures will continue to be taken when¬ 
ever necessary, the aim of the State policy will be to ensure that the 
decentralised sector requires sufficient vitality to be self-supporting 

-and its development is integrated with that of large scale industry. 
The State will, therefore, concentrate on measures designed to im¬ 
prove the competitive strength of the small scale producer. For this 
it is essential that the technique of production should be constantly 
improved and modernised, the pace of transformation being regulat¬ 
ed so as to avoid, as far as, possible, technological unemployment. 
Lack of technical and financial assistance, of suitable working accom¬ 
modation and inadequacy of facilities for repair and maintenane are 
among the serious handicaps of small scale producers. A start has 
been made with the establishment of industrial estates and rural com¬ 
munity workshops to make good these deficiencies. The extension 
of rural electrification and the availability of power at prices which 
the workers can afford will also be of considerable help. Many of 
the activities relating to small scale production will be greatly help¬ 
ed by the organisation of industrial co-operatives. Such co-opera¬ 
tives should be encouraged in every way and the State should give 
constant attention to the development of cottage and village and small 
scale industry. 

15. In order that industrialisation may benefit the economy of the 
country as a whole, it is important that disparities in levels of deve¬ 
lopment between different regions should be progressively reduced. 
The lack of industries in different parts of the country is very often 
determined by factors such as the availability of the necessary raw 
materials or other natural resources. A concentration of industries 
in certain areas has also been due to the ready availability of power, 
water supply and transport facilities which have been developed 
there. It is one of the aims of national planning to ensure that these 
facilities are steadily made available to areas which are at present 
lagging behind industrially or where there is greater need for provid¬ 
ing opportunities for employment, provided the location is otherwise 
suitable. Only by securing a balanced and co-ordinated development 
of the industrial and the agricultural economy in each region, can 
4he entire country attain higher standards of living. 
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16. This programme of industrial* development will make large 
•demands on the country’s resources of technical and managerial per¬ 
sonnel. To meet these rapidly growing needs for the expansion of 
the public sector and for the development of village and smal^ scale 
industries, proper managerial and technical cadre^ in the public 
services are being established. Steps are also being taken tp meet 
shortages at supervisory levels, to organise apprenticeship schemes of 
training on a large scale both in public and in private enterprises, 
and to extend training facilities in business management in universi¬ 
ties and other institutions. 

17. It is necessary that proper amenities and incentives should be 
provided for all those engaged in industry. The living and working 
conditions of workers should be improved and their standard of effi¬ 
ciency raised. The maintenance of industrial peace is one of the 
prime requisites of industrial progress. Iri a socialist democracy 
labour is a partner in the common task of development and should 
participate in it with enthusiasm. Some laws governing industrial 
relations have been enacted and a broad common approach has deve¬ 
loped with the growing recognition of the obligations of both manage¬ 
ment and labour. .There should be joint consultation and workers 
and technicians should, wherever possible be associated progressive¬ 
ly in management. Enterprises in the public sector have to set an 
example in this respect. 

18. With the growing participation of the State in industry and 
trade, the manner in which these activities should be conducted and 

.managed assumes considerable importance. Speedy decisions and a 
willingness to assume responsibility are essential if these enterprises 
are to succeed. For this, wherever possible, there should be decen¬ 
tralisation of authority and their management should be along busi¬ 
ness lines. It is to be expected that public enterprises will augment 
the revenues of the State and provide resources for further develop¬ 
ment in fresh fields. But such enterprises may sometimes incur 
losses. Public enterprises have to be judged by their total results 
and in their working they should have the largest possible measure 
-of freedom. 

19. The Industrial Policy Resolution of 1948 dealt with a number 
■of other subjects which have since been covered by suitable legisla¬ 
tion or by authoritative statements of policy. The division of res¬ 
ponsibility between the Central Government and the State Govern¬ 
ments in regard to industries has been set out in the Industries 

(Development and Regulation) Act. The Prime Minister, in his 
-42 H. A.—20. 
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statement in Parliament on the 6th April, 1949, has enunciated the* 
policy of the State in regard to foreign capital. It is, therefore, not 
necessary to deal with these subjects in this resolution. 

20. The Government of India trust that this restatement of their 
Industrial Policy will receive the support ofi all sections of the peo¬ 
ple and promote the rapid industrialisation of the country. 

Schedule A 

L. Arms and ammunition and allied items of defence equip¬ 
ment. 

2. Atomic energy. 

3. Iron and Steel. 

4. Heavy castings and forgings of iron and steel. 

5. Heavy plant and machinery required for iron and steel pro¬ 

duction, for mining, for machine tool manufacture and for' 
such other basic industries as may be specified by the- 
Central Government. 

6. Heavy electrical plant including large hydraulic and steam; 

turbines. 

7. Coal and lignite. 

8. Mineral oils. 

9. Mining of iron ore, manganese ore, chrome ore, gypsum, sul¬ 

phur, gold and diamond. 

L0. Mining and processing of copper, lead, zinc, tin, molybdenum^ 
and wolfram. 

LI. Minerals specified in the Schedule to the Atomic Energy' 
(Control of Production and Use) Order, 1953. 

12. Aircraft. 

13. Air transport. 

14. Railway transport. 

15. Shipbuilding. 

16. Telephones and telephone cables, telegraph and wireless; 

apparatus (excluding radio receiving sets). 

17. Generation and distribution of electricity. 

Schedule B 

1. All other minerals except “minor minerals” as defined im 
Section 3 of the Minerals Concession Rules, 1949. 
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2. Aluminium and other non-ferrous metals hot included lit 

Schedule ‘A’. 

3. Machine tools. 

4 . Ferro-alloys and tool steels. 

5. Basic and intermediate products required by chemical in» 

dustries such as the manufacture of drugs, dyestuffs and 
plastics. 

6. Antibiotics and other essential drugs. 

7. Fertilizers. 

8. Synthetic rubber. 

9. Carbonisation of coaL 

10. Chemical pulp. 

11. Hoad transport. 

12. Sea transport 



Annexure II 


STATEMENT SNOWING THE MEMBERSHIP AND FUNCTIONS 
OF THE LICENSING COMMITTEE AND THE REJECTION 

COMMITTEE 


(1) Licensing Committee. 

(A) Functions.—To ‘scrutinise and make recommendations for 
Industrial Licence under the Industries (D & R) Act. In making 
these recommendations the Committee shall have regard to approv¬ 
ed plans, existing capacity, demand & supply position, availability of 
raw materials, plant, machinery etc. The Committee has also to 
comment upon other aspects like foreign exchange requirements, 
location, requirement of power/transport, etc. 

(B) Composition:— 

(1) Secretary Ministry of Industry— Chairman 

(2) Representative of Ministry of Supply & Technical Deve¬ 
lopment 

(3) Representative of Ministry of Finance (Depth of Econo¬ 
mic Affairs) 

(4) Representative of Department of Company Law 

(5) Representative of Ministry of Labour & Employment 

(6) Representative of Ministry of Petroleum and Chemicals 

(7) Representative of Ministry of Railways 

(8) Representative of Deptt. of Mines & Metals 

(9) Representative of Deptt. of Iron & Steel 

(10) Representative of Ministry of Defence 

(11) Representative of Deptt. of Atomic Energy 

(12) Representative of Ministry of Irrigation & Power (CWPC) 

(13) Representative of Council of Scientific & Industrial Rese¬ 
arch (C.S.I.R.) 

(14) Representative of State Governments 

(15) Representative of Planning Commission. 

(C) Frequency of Meeting—Once in three months. 
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(2) Sub-Commlttee of Licensing' Committee: 

(A) Functions —Same as of the Licensing Committee. 

(B) Composition —Same as the Licensing Committee except the 
representatives of the State Governments. 

(C) Frequency of Meeting —Once a fortnight. 

(3) Rejection Committee: 

(A) Functions:— 

. (i) To consider all applications for industrial licences which 
are recommended for rejection, 

(ii) To consider all applications from small scale units whose 
fixed assets have crossed the limit of Rs. 5 lakhs seeking 
registration with the D.G.T.D. This is an ad hoc Com¬ 
mittee set up under the delegation made by the Licensing 
Committee. 

(B) Composition:— 

(1) Jont Secretary in charge of Licensing Policy in the Minis¬ 
try of Industry— Chairman 

(2) Deputy Secretaries in charge of industries sections in the 
Ministry of Industry 

(3) Representative of the D.G.T.D. 

(4) Representative of the Ministry of Finance (EA.) 

Concerned Industrial Advisers and Development Officers of the 
D.G.T.D. also attend the meetings. 



A nno or e HI 

DISPOSAL OF CAPITAL ISSUE APPLICATIONS BY THE CONTROLLER 
. The following table summaries the consents for Issue of capital granted in the years 1961-1965. 
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5. The following table gives a break-up of consents given during the year 1961 to 1965 into initial issue, further issues, bonus issues 
debentures and others. 
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8. An analysis of the type of securities to the issue of which con¬ 
sent was given is as follows: — 


(Rs.i n Lakhs) 


Type of 

Security 

Agricul¬ 
ture and 
allied 
activities 

Industrial 

Non- 

Industrial 

Total 

Percen¬ 
tage to 
total 

Percent¬ 
age to 
grand 
total 

z 

2 

3 . 

4 

5 

6 

7 

Non-Government Companies 






Equity shares 

• • 

44996-83 

338-18 

5335 -ot 

32*0 

19-4 

Perference shares . 


1190-48 

♦ • 

1190-48 

7-2 

4*3 

Debentures 


2102*50 

• • 

2102*50 

12-6 

7-6 

Bonus shares . 

13-06 

456 -H 

23-57 

492-77 

3-0 

1-8 

Loans etc. 

50-00 

5720-85 

1757-92 

7528-77 

45-2 

27-3 

Total 

63-06 

14466-80 

2 n 9-57 

16649-53 

ioo-o 

60-4 

Government Companies 






Equity shares 

473-00 

7754-46 

866-06 

9093-52 

83-2 

33-0 

Preference shares . 



• • 



•• 

Debentures . 

• • 

300*00 

• • _ 

300*00 

2*8 

i-o- 

Bonus shares . 

•• 

• • 



• • 

• • 

Loans etc. 

•• 

748-27 

786-03 

1534-30 

14*0 

5-6 

Total . 

473-00 

8802-73 

1652-02 

10927-82 

100-0 

39*6 

Grand Total 

536-06 

23269-53 

3771-76 

27577*35 

IOO-O 

100.0 


9. Out of a total of 213 consents amounting to Rs. 275.28 crores,. 
53 consents for an amount of Rs. 109.28 crores were granted to com¬ 
panies in which Government participation in share capital is more 
than 50%. Of the remaining 160 consents for Rs. 166.49 crores grant¬ 
ed to non-Govemment Companies 53 consents involving an amount 
of Rs. 72.95 crores were in respect of companies where the manage- 
ment/proposed management was by Managing Agents. 



Annexorb IV 


SOURCES AND USES OF FUNDS 
COMPANIES 

OF 1333 SELECTED 
1962-53 TO 1963-64 

PUBLIC LIMITED 

(Lakhs of Rupees) 

Source* of Funds 



1961-62 

1962-63 

1963-64 

INTERNAL SOURCES. 

. . 


1,80,90 

I, 7 °,i 9 

1,90,98 

A. I. Pail up capital 

(Capitalised reserves) 

• 

• 

6,74 

I 3»40 

6,92 

B. Reserves and surplus. 


• 

52 , 4 * 

43,22 

66,73 

2. Capital reserve 



2,74 

81 

4,08 

3. Development rebate reserve . 

• 


19,99 

27,96 

22,64 

4. Other reserves and surplus . 

• 


29,69 

14,45 

40,01 

C. Provisions .... 

• 


1,21,74 

1 , 13,57 

1 , 17.33 

5. Depreciation 

• 


94,27 

99,58 

1,15,80 

6. Taxation .... 



19,38 

25,58 

1,09 

7. Other current 

• 


5,81 

—6,9a 

7 x 

S. Noa-current 

• 


2,28 

— 4.«7 

—27 

EXTERNAL SOURCES 

• * 

• 

1,46,03 

1,78,82 

1*80,27 

D. 9. Paid-up capital (Fresh Issues) 

• • 

• 

36,50 

28,85 

24,63 

E. Borrowings .... 

• 

• 

67,31 

94,87 

1,02^8 

10. From banks . . 

• • 


5*,09 

68,63 

33*45 

11. From statutory flmneial corporations . 


48 

3 * 4 * 

6,32 

ia. Other debentures 

• 


2,17 

2,07 

3,25 

13. Other mortgages 

• 

• 

28 

3,43 

ao ,59 


14. Other*. 

F. 15. Trade dues and other current liabilities 
0 .16. Miscellaneous non-current liabilities 

17. Total .3,26,93 3 > 49 »oi 3.71,25 


12,29 

27,33 

39,38 

41,67 

55,39 

53,87 

55 

—29 

—1,11 


S04 
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(Lakhs of rupcss) 

USES OF FUNDS 




H. Gross fixed auets. 

1.85.08 

1 , 93,07 

2,32,71 

18. Land. 

4 . 6 J 

2,82 

7A* 

19. Buildings. 

T28,74 

35,95 

30 ,*I 

20. Plant and machinery .... 

i. 33 .i 8 

1,37,68 

1,83,11 

21. Others. 

18,51 

16,62 

ii »33 

I. Inventories. 

85,29 

76,74 

66,00 

22. Raw materials. 

30,23 

28,80 

42,38 

23. Finished goods and work-in-progress ■ 

34,21 

23,33 

— 7,53 

24. Others. 

20,85 

24,62 

3 i,i 5 

J. 25. Loans and advances and other debtor balan¬ 
ces ... 

46,12 

73,83 

69,38 

K. 26. Investments. 

4.07 

8,55 

7,93 

L.27. Other assets. 

—16 

—22 

— 4^3 

M. 28. Cash and bank balances .... 

6,53 

— 2,96 

8^6 

29. Total . 

3 . 25,93 

1 , 49.01 

3 . 7 W 5 




Annexuhe V 

PARTICIPATION OF FOREIGN CAPITAL IN INDUSTRIES: 

Prime Minister’s Statement in Parliament : April 6. 1949. 

“.The policy as regards participation of foreign capital 

has already been announced in broad terms in Government’s resolu¬ 
tion of the 6th April, 1948. The stress on the need to regulate, in 
the national interest, the scope and manner of foreign capital arose 
from past association of foreign capital and control with foreign 
domination of the economy of the country. But circumstances today 
are quite different. The object of our regulation should, therefore, 
be the utilisation of foreign capital in a manner most advantageous 
to the country. Indian capital needs to be supplemented by foreign 
capital not only because national savings will not be enough for the 
rapid development of the country on the scale we wish but also 
because in many cases scientific, technical and industrial knowledge 
and capital equipment can best be secured along with foreign 
capital.” 

“In this context, foreign investors would no doubt wish to have 
some clear indication of our policy on certain matters, like the re¬ 
patriation of capital, the remittance of profits, and the treatment of 
foreign enterprise vis-a-vis Indian enterprise. I propose to make the 
policy of Government quite clear in the matter.” 

“In the first place, I would like to state that Government would 
expect all undertakings, Indian or foreign to conform to the general 
requirements of their industrial policy. As regards existing foreign 
interest Government do not intend to place any restrictions or im¬ 
pose any conditions which are not applicable to similar Indian enter¬ 
prise. Government would so frame their policy as to enable further 
foreign capital to be invested in India on terms and conditions that 
are mutually advantageous.” 

“Secondly, foreign interests would be permitted to earn profits, 
subject only to regulations common to all. We do not foresee any 
difficulty in continuing the existing facilities for remittance of pro¬ 
fits and Government have no intention to place any restriction on 
withdrawal of foreign capital investments, but remittance facilities. 


306 




307 


would naturally depend on foreign exchange considerations. If, 
however any foreign concerns come to be compulsorily secured, Gov¬ 
ernment would provide reasonable facilities for the remittance of 
proceeds.” 

“Thirdly, if and when foreign enterprises are compulsorily requi¬ 
red compensation will be paid on a fair and equitable basis as already 
announced in Government’s statement of policy.” 

“Government have stated before that, as a rule, the major interest 
ownership and effective control of an undertaking should be in Indian 
hands. They have also stated that power will be taken to deal with 
exceptional cases in a manner calculated to serve the national inte¬ 
rest. Obviously there can be no hard and fast rule in this matter. 
Government will not object to foreign capital having control of a 
concern for a limited period if it is found to be in the national 
interest and each individual case will be dealt with on its merits. 
In the matter of employment of personnel, Government would not 
object to the employment of non-Indians in posts requiring technical 
skill and experience, when Indians of requisite qualifications are not 
available, but they attach vital importance to the training and em¬ 
ployment of Indians even for such posts in the quickest possible 
manner.” 

“I should like to add a few words about British interests in India, 
which naturally form the largest part of foreign Investments in India, 
Although it is the policy of the Government of India to encourage the 
growth of Indian industry and commerce (including 6uch services 
like Banking, Shipping and Insurance) to the best of their ability, 
there is and will still be considerable scope for the investment of 
British capital in India. These considerations will apply equally to 
other existing non-Indian interests. The Government of India have 
no desire to injure in any way British or other non-Indian interests 
in India and would gladly welcome their contribution in a construc¬ 
tive and co-operative role in the development of India’s economy.” 



Annexurb VI 

OUTSTANDING FOREIGN BUSINESS INVESTMENT 
By Industry (Crores of Rnpees> 

Mid 1948 End 1953 End 1955* End 1961 


Business Enterprises in Private Ownership 


Plantations. 

52*2 

71-5 

87*2 

103*8 

Mining. 

ii-5 

8-4 

93 

I 2'4 

Petroleum. 

22-3 

77-1 

i04'O 

148*6 

Manufacturing .... 

70-7 

124-1 

129'1 

289*2 

Food, Beverages etc. 

10-1 

31-3 

29-0 

36*1 

Textile Products .... 

28*0 

25-2 

21*8 

21*4 

Transport Equipment 

1-0 

5-4 

3-6 

i 3 *o 

Machinery and Machine-Tools . 

1-2 

2-7 

50 

ii*7 

Metals & Metal Products . 

80 

8-5 

II'I 

5-1 

Electrical Goods and Machinery. 

4-8 

12*0 

14 6 

14*7 

Chemicals and Allied Products . 

80 

18-9 

20-3 

50*7 

Others. 

9-6 

20'I 

23.7 

4^-5 

Services ...... 

107-9 

ii6-o 

II2-8 

112*9 

Trading. 

430 

27-7 

268 

29.3 

Construction, Utilities and Transport . 

3 i -5 

40-8 

42-7 

51*9. 

Financial. 

15-7 

19-8 

17-4 

t 2*4 

Miscellaneous ..... 

17-7 

27-7 

25-9 

19-5 

Total. 

264-6 

397-r 

4424 

666-9- 

State cwned Enterprises 




Petroleum. 

• * * • 


• ■ 

3-9 

Manufacturing ..... 


• • 

• • 

S*& 

Machinery and Machine Tools . 

• • 

• • 

•• 

2*3 

Electrical Goods and Machinery . 

• • 

• • 

. . 

0*1 

Chemicals and Allied Products 




3*4 

Services. 


•• 


4*4 

Construction, Utilities and Tranport . 



•• 

44 

Total. 

. • 

. . 

• • 

14-1 


♦Figures of business enterprises in private ownership for^ 1955 include these relating 
to state-owned enterprises as separate data are not available. 
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Ahkexure VII 
F. No. 1|11|63-EF(INV) 

MINISTRY OF FINANCE 
(Department of Economic Affairs) 

New Delhi, the 18 th January, 1964 
OFFICE MEMORANDUM 

Certain delegations had been made to the Ministry of Commerce 
& Industry to enable them to take quick decisions on certain types 
of cases involving foreign collaboration without the necessity of 
referring each such case to the Ministry of Finance, Department of 
Economic Affairs. Now that several Ministries have to consider cases 
of foreign collaboration, it has been decided that pending a further 
review of these delegations the Ministries of Petroleum and Chemi¬ 
cals, Steel, Mines and Heavy Engineering should also exercise these 
powers in respect of industries which are under them. The delega¬ 
tions made from time to time have been specified in a number of 
Office Orders issued by the Ministry of Commerce & Industry. For 
convenience, these are summarised below. 

2. Ministries/Departments concerned may without prior refer¬ 
ence to the Department of Economic Affairs issue approval in cases 
where the total payment of royalty/research fee/know-how fee does 
not exceed 5 per cent, taxable of the annual turnover for a period 
not exceeding ten years; provided that in the opinion of the Minis¬ 
tries concerned the industry is one in which the securing of foreign 
technical collaboration is essential and the proposed payment is 
not unreasonably high. Where a recurring royalty payment has to 
be made in addition to foreign capital participation, if the foreign 
capital participation is in a majority, Ministries concerned may sanc¬ 
tion royalty upto 3 per cent. Sometimes, a lumpsum payment has 
to be made for technical collaboration for items like detailed engi¬ 
neering supply of working drawings, training facilities for techni¬ 
cians etc. Where such payments taken together do not exceed 
5 per cent of the value of the imported plant or machinery with 
or without any royalty payments, the cases can be approved by the 
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Ministry concerned without reference to the Department of Eco¬ 
nomic Affairs. Where no recurring royalty payments are involv¬ 
ed, the Ministries concerned can approve of payments not exceed¬ 
ing 10 per cent of the issued equity capital on account of know-how. 
drawings etc., as free shares or 10 per cent of the value of imported 
equipment as a lump sum payment. The Ministries concerned can 
also sanction payment for drawings, know-how and technical fees 
and other lumpsum payments upto 5 per cent of the value of one 
year’s turnover without prior reference to the Department of Eco¬ 
nomic Affairs. If a higher initial payment is considered to be 
necessary in any particular case, the higher payment could be 
agreed to by the Ministry concerned without prior reference to the 
Department of Economic Affairs on condition that the periodic 
royalty payment (in addition to the lump sum payment) is below 
the ceiling of 5 per cent royalty per annum for a period of 10 years, 
that is. the overall liability for all payments for royalty, know-how 
technical and other lump sum payments, shall not exceed 5 per 
cent of the annual turnover over 11 years. Where higher payments 
are considered necessary, the Ministry concerned will obtain the 
rrior approval of the Department of Economic Affairs in the usual 
'anner. 

3. These delegated powers should be read along with the broad 
policy which is followed in dealing with cases involving foreign 
investment as outlined in the then Ministry of Commerce & Industry 
Memorandum No. 1 (1) /61-FC dated the 15th April, 1961. 

4. The scope of the delegation of powers to the Ministry/Depart¬ 
ment however, is subject to consultation with the Technical 
Development Director and/or other appropriate Agency concerned 
Where the Ministry/Department concerned thinks a more liberal 
treatment is warranted than such as recommended by the Technical 
Development Directorate or the Agency concerned the question 
should be referred to the Ministry of Finance, Department of Eco¬ 
nomic Affairs. 

5. As stated above, the present delegations are subject to further 
review. It is the intention that such a review should take place 
fairly soon in order to examine whether the various percentage 
figures indicated in paragraph 2 above are too high or too low. It 
is requested that the Ministries concerned may examine this sub¬ 
ject so that the question may be further discussed in another few 
weeks. 



Annexure VIII 

COMPOSITION OF THE FOREIGN INVESTMENT COMMITTEE. 

THE FOREIGN AGREEMENTS COMMITTEE AND THE 
NEGOTIATING COMMITTEE 

1. FOREIGN INVESTMENT COMMITTEE 
Chairman 

1. Secretary, Department of Economic Affairs, Ministry of 
Finance. 

Members 

2. Secretary, Ministry of Industry. 

3. Secretary, Department of Supply & Technical Development. 

4. Secretary, Planning Comm’ssion. 

5. Additional Secretary, Department of Econcmic Affairs, in 
charge of External Finance Division. 

6. Secretary of the Ministry concerned with a particular propo¬ 
sal. 

Secretary 

7. Director, (FIC) Ministry of Industry. 

' 2. FOREIGN AGREEMENTS COMMITTEE 
Chairman 

1. Secretary, Ministry of Industry. 

Members 

2. Special Secretary, Ministry of Industry. 

3. Secretary, Department of Defence Supply. 

4. Secretary, Ministry of Supply, Technical Development and 
Materials Planning. 

5. Aditional Secretary, Ministry of Finance (Department of Eco¬ 
nomic Affairs). 

6. Adviser, (I&M), Planning Commission. 

7. Secretary, Company Law Board, Ministry of Law. 

8. Controller of Capital Issues, Ministry of Finance, Department 
of Economic Affairs. 

9. Chief Controller of Imports & Exports, Ministry of Commerce. 

10. Director, Foreign Investment Committee, Ministry of Indus¬ 
try. 


42 HA-—21 
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3. NEGOTIATING COMMITTEE 
Chairman 

1. Cabinet Secretary. 

Members 

2. Secretary, Ministry of Finance, Department of Economic 
Affairs. 

3. Secretary of the Ministry concerned. 

In addition, the following are invariably invited : — 

1. Secretary, Ministry of Finance, Department of Expenditure. 

2. Secretary, Ministry of Finance, Department of Coordination. 

3. Secretary, M ; n : stry of Industry. 

■4. A Representative of the Planning Commission. 



Annkurb IX 

COMMODITY-WISE EXPERTS FROM INDIA 
(Averages for ist, 2nd and 3rd plan) 

(Value in Rs. lakhs) 


■SL No. Commodity Averages 






1st Plan 

2nd Plan 

3 rd Plan 

I 

2 



3 

4 

5 

A. 

Agricultural and Allitd Products . 

a 

• 

Sl8yS8 

112*4 

169A9 

1 

i. 

Oil-Seeds, Nuts & Kernel 

• 

• 

4.76 

2,01 

3>°8 

2 . 

Vegetable Oils (non-Esscntial) . 

• 

• 

21,88 

H,l8 

10,01 

3- 

Oil-Cakes . . 

• 

e 

i»39 

10,98 

31.64 

4- 

Tabacco (unmanufactured) 

a 

• 

12,52 

*3.99 

*9,4* 

3. 

Spices .... 

e _ 

• 

18-28 

n,24 

*7.4» 

4. 

Raw Cotton .... 

• 

• 

16-45 

**,57 

**»77 

7. 

Raw Jute .... 

e 

# 

♦ • 

«7 

2,11 

8. 

Sugar . 



1.31 

3,33 

18,00 

9* 

Cashew Kernels . . 

• 

• 

**>33 

*6,69 

33*6 

10. 

Fruits & Vegetables excluding Cashew 


4.59 

5,26 

7,7* 


Gums, Resins & Balsons . 

• 

e 

1,00 

*,7» 

2,83 

12. 

L>c • « • • • 

» 

e 

10,26 

6,73 

4.40 

*3- 

Essential Oils & Synthetic Perfumes 

e 

• 

2,3a 

3,*6 

346 

*4. 

Raw Wool .... 

• 

• 

6,67 

9,6* 

6,72 

13. 

Fish .... 

e 

a 

3>94 

5,*7 

543 

». 

Plantations 

e 

• 

109,08 

*35,25 

*JWJ 

16. 

Tea. 

'« 

e 

106,57 

128,28 

122,97 

*7. 

Coffee .... 

• 

e 

2.5* 

6,97 

10,26 

C. 

Ores, Minsrnls Sr Scrap . 

• 

. 

36,74 

48*7 

67,06 

18. 

Iron Ore .... 

• 

• 

4>*9 

*2,50 

l37,3» 

19. 

Manganese Ore 


• 

17,U 

*7,06 

10^6 

-20. 

Mica .... 


• 

9,o6 

9>42 

10,03 

21. 

Iron & Steel Scrap 

• 

• 

3>«i 

3,62 

4,85 

-22. 

Other Ores & Mincnte 

• 

• 

2,72 

5.66 

4,39 


SIS 
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2 


3 

4 

5 

D. 


Textile Iclriit £- JHmntfnrmrtt (aauMstg 

Coir (srjuie) . 

70,59 

80,77 

*o. 9 * 

B- 


Manufacture of Coir Or Jut* 

• • 

159*3 

1 * 5,37 

171,70 


33 

Jute Manufactures ... 

• • 

353*05 

116,78 

*60,34 


»4 

Coir Yarn dc Rags . 

• a 

8,58 

8,59 

*1,36 

F. 


Leather Or Leather Mormfocrnru 

• • 

3 i ,76 

34*5 

3**4 

G. 


Engineering Goods 

• • 

4,70 

4,95 

12,82 

H. 


Handicrafts 

• • 

7,04 

10,16 

* 4 A° 

L 


Other Manufactures . . 

• • 

3**5 

26,03 

33,14 


25 . 

Minerals, Fuels, Lufcriceris inch-lire Ccal & 
Cake . . . 

9 ,16 

9,13 

8,74 


26. 

Chemical and Allied Products . 


■ 6,10 

3,69 

5,49 


27 . 

Cotton Waste 

• a 

9.32 

5,17 

4 ,o* 


28. 

Tabacco Manufacture* 

u • 

• 2,47 

1,22 

1*1 

- 

« 9 . 

Cement ... . . . 

• • 

72 

59 

53 


3 °. 

Paper & Paper Board 

• • 

65 

70 

83 


31 . 

Wood, Luinler *r.d CrA Mar.ufaclmct 

67 

2,17 

2,73 


32 . 

Misccilrrecus items inefejd eg tc-csports 

35,79 

32,06 

3 ° >43 



/ otcu zxporn : « 

- • 

603,86 

609,25 

762,48 







fABLES RELATING TO OPERATION OF EXCHANGE CONTROL 

Table I 

Statement shewing the figures relating to travel payments during 1956—65 
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Annkxurb X 
TabU » 

Statement shotting the release o)Foreign Exchange to Businessmen for travel abroad in 196ft 

Top Ranking Middle Group Third Group 


SI. Purpose Total No. Value Total No. Value Total No. Value 

of cases of cases of cases 


1 2 3 4 

Rs . 

.1 Visits for Export Promotion 62 3,99,128 
2 . Visits to arrange for import* — — 


5 6 78 

Rs. Rs. 

1288 41,25,545 2357 66,13,238- 

400 Rs. 11,20,737 — — 


3 - 


4 - 


Visits for discussions and 
negotiations with foreign 

collaborators — — 81a Rs. 22,37,201 

Visits for misc. purposes — — 1231 Rs. 30,42,100 


Grand Total: 

No. of cases — 6150 

Vflue — Rs. 175 , 37,949 

Additional 

Blanket permits Rs. 8,24.439 

Rs. 183,62,388 Say Rs. 183-6 lakhs 


Table III 

EUSINESS VISITS 


Analysis 0} cases it t eh it [ 
Sew Delhi 

Lees than one week 
Two weeks . 

Three weeks , 

Four weeks . 

Five weeks 


/till SSS 7 I!/ 


alroad affected ly the Reserve Bank of India, 


25 %. 

10% 

20% 

5 % 

5 % 


Six weeks . 
Seven weeks 
Eight weeks 
Nine weeks 
Ten weeks 
Tweleve weeks 


5 % 

10%. 

5 % 

5 % 

1°%. 

10%. 
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Annhxukb X 
TabU IV 


Number of ‘P’ forms approved / rejected for Travel Abroad for various purposes 


8th June 
to 31.1 
December 
1962 

1963 

1964 

1965 

1966 1966 

(upto 30th (July- 
Juaa) Dec.) 

1. No. of‘P’ forms 
approved for— 






(a) Joining husband 

8,424 

8,726 

i 10,640 

6,008 

5,441 

( b ) Visiting other 
relations 

7,636 

7,934 

10,338 

7,169 

8,13a 

(c) Bxport promo¬ 
tion 

6J2 

711 

629 

169 

105 

(<f) Employment/ 
business . 

22,310 

10,950 

98,67 

4426 

4,346 

(e) Em gradon and 
permanent 
setdement 

2426 

2,19a 

1,851 

9 i 4 

1,113 

(/) Trainees/ 
staients . 

2,917 

82,609 

2,688 

1,179 

1,753 

it) Miscellaneous 

7 t ,113 

12,654 

13,178 

5,348 

5,791 

Total . *26,608 

56438 

45.776 

49401 

25,012 

26,681 

2. No. of ‘P’ forms 

rejected . 1,023 

698 

1,179 

1,231 

760 

684 


* Break-up of this figure for various purposes for the period 8th June to 3 m December 
1962 not readily available. 
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Annbxukb X 
Table VI 

■Particulars of remittances made by Foreign Airlines and Shipping Companies during 1960-196$ 

(Rs. in crores) 

Year Remittances of surplus passage & Operating expenses of foreign 

freight collections to foreign steamship and. aircraft companies. Total 
steamship and a aircraft owners 
or operators. 












Annkxtjr* XI 

LIST OF BfcOAD FUNCTIONS OF THE DEPARTMENT OF 
ECONOMIC AFFAIRS AND DEPARTMENT OF CO-ORDINATION*. 

MINISTRY OF FINANCE 
A. Department of Economic Affairs 

1. Assessment of foreign exchange needs. 

2. Mobilisation of internal and external resources. 

3. Formulation and administration of policy on currency, coinage,, 
banking, financial corporations, insurance, foreign investment, 
capital issue, stock exchange and foreign agreements. 

4. Compilation of budget including preparation of budgets, esti¬ 
mates of ways and means, public loan, small savings, administration 
of public debt, borrowing by the State Governments, Finance Commis¬ 
sion, operation of Contingency Funds, classification of heads of 
accounts, rate of interest, reports of the Comptroller and Auditor 
General and budgetary surrenders. 

5. Economic Division deal’lng with research in economic, finan¬ 
cial and monetary (including price structure) problems, balance of 
payments, collection of statistics, analysis of economic and financ'al 
reports from foreign countries. The Division also studies trends 
and analyses the position in public finance and planning, internal 
economics and taxation. 

6- Working of Export Promotion Schemes and Export Advisory 
Councils. 

7. Labour Policy. 

8. Operation of public sector undertakings under the Depart¬ 
ment of Economic Affairs. 

9. Liaison with the industrial licensing committees. 

10. Opening of treasuries and sub-treasuries. 

11. Policy and administration of schemes for foreign credit*, 
assistance, PL-480 and balance of payments forecasts. 

12. Schemes on technical cooperation. 

13. Foreign technical consultancy and collaboration. 

14. Barter deals. 


3*o 
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B. Department of Co-ordination 

1. Release of grants to the States in collaboration with the Plan¬ 
ning Commission, follow-up of the implementation of the State 
Schemes, giving direction to the State economy in financial and 
physical terms And apply correctives. 

2. Scrutiny of Central and State legislations having economic 
and financial implications. 

3. Taxation and future taxation policy. 

4 Capital budget including grants to the States. 

5. Economic implications and coordination for defence produc¬ 
tion. 

6. Plan formulation. 

7. Scrutiny of annual plan outlay. 

8. Scrutiny of State Budgets and identifying need for additional 
outlay or taxation. 

9- Servicing Cabinet Committees on (a) industry and (b) eco¬ 
nomic coordination and also Secretaries, Committees on (a) pro¬ 
duction (b) study and evaluation of public enterprises (c) Bureau 
of public enterprises (d) Iron ore exports; and (e) Clearance of 
ports.. 

10. Study of priority among different projects amongst mode* 
of transport and power for industry. 

11. Studies of efficiency, defence-orientation, new projects in the 
industrial sector and review of targets. 

12. Expenditure approval to specific projects of Ministries of 
Industry, Irrigation and Power, Mines and Metals, Iron and Steel, 
Petroleum and Chemicals and Department of Atom : c Energy 
including appraisal of investment return, phasing, location and 
feasibility studies. 

13. Scrutiny of agricultural programme. 

14. Scrutiny of social services. 

15. Scrutiny of schemes for irrigation and flood control. 

16. Scrutiny of regional and urban development schemes. 

17. Assessing foreign exchange needs for plan projects. 

18. Scrutiny and analysis of periodical progress returns of major 
public sector undertakings. 

19. Bureau of Public Enterprises. 



Annexure XII 


LIST OF ORGANISATION, WHO HAVE SENT MEMORANDA 
RELATING TO THE ECONOMIC ADMINISTRATION 

1. Federation of Indian Chambers of Commerce and Industry, 
New Delhi. 

2. The Associated Chambers of Commerce & Industry of India, 
Calcutta. 

3. The Indian Chamber of Commerce, Guntur. 

4. Western U.P. Chamber of Commerce, Meerut. 

5. North Bihar Chamber of Commerce and Industry, Muzaffar- 
pur- 

6. Maharashtra Chamber of Commerce, Bombay. 

7. Federation of Association of Small Scale Industries of India, 
Bombay. 

8. The Bengal Chamber of Commerce & Industry, Calcutta. 

9. Federation of Overseas Chambers of Commerce, Bombay.. 

10. The Roller Flour Mill Owners’ Federation of India, New Delhi. 

11. Orissa Small Scale Industries’ Association, Calcutta. 

12. The Bombay Shroffs’ Association, Bombay. 

13. The Federation of Gujarat Mills & Industries, Madras. 

14. Delhi Hindustan Mercantile Association, Delhi. 

15. Assam Manufacturers’ Association, Gauhati. 

16. Small Scale Industrialists’ Association, Barzalla—Kashmir. 

17. Saurashtra Mill Owners’ Association, Surendra Nagar. 

18. Delhi Management Association, New Delhi. 

19. All India Plastic Manufacturers’ Association, Bombay. 

20. Federation of All India Cloth Merchants’ Association, Bombay. 

21. The Scientific & Surgical Instrument^ Manufacturers’ and 
Traders’ Association, Bombay. 

22. Ahmedabad Millowners’ Association, Ahmedabad. 

23. All India Tobacco Conference, Bombay. 
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24 M/s. M. P. Chitale & Co., Chartered Accountants, Bombay. 

25. M/s. Fraser & Rcss, Chartered Accountants, Madras. 

26. M/s. D. Rangaswamy & Co., Chartered Accountants, Madras. 

27. M/s. A. F. Ferguson It Car Chartered Accountants, Bombay. 

28. Mr. Swatantra Singh Kothari, Chartered Accountants, Cal¬ 
cutta. 

29. M/s. Escorts Ltd., New Delhi. 

30 M/s. Zandu Pharmaceutical Works Ltd., Bombay. 

31. M/s. Indian Diamond Export Corporation, Bombay. 

32. P.S.G. Industrial Institute, Coimbatore. 






PART n 






APPENDIX I 


CASE STUDY REPORT ON THE WORKING OF 
THE INDUSTRIAL LICENSING COMMITTEE 

PROCEDURE 


The Scope of Study 

As a sample the cases which came up before the Licensing Com¬ 
mittee (Full or Local) during the period, 12th of December, 1965— 
15th of Ferbuary 1966, were taken up for examination. These cases 
related to Committee Meetings Nos. 94, 95, 97, 98 and 99. The nature 
of disposal of these 349 cases can be seen in appendix ‘A’ at the end 
•of this case study report. 

2. The largest number of disposals i.e. 105, pertains to extension 
•of time for setting up or completing the projects. In another 27 
•cases, extension of time was granted in the period of the validity 
•of the Letter of Intent. As against this, Letter of Intent already 
issued was revoked or cancelled in two cases. In 21 cases, Indus¬ 
trial Licences already issued were revoked- 

3. In order to study the criteria adopted for either recommend¬ 
ing or rejecting request for Industrial Licences or Letters of Intent, 
detailed examination was restricted to those cases in which the 
Letters of Intent were either recommended or rejected or Industrial 
Licences granted. These 3 categories comprise of 59 cases only. We 
•could conduct an exhaustive examination of 44 cases only. Of the 
remaining 15, 12 pertain to the field of industrial gases for which 
the Ministry had received a number of applications and these were 
dealt with comprehensively. The regional requirement for the 
industrial gases was a predominant factor inasmuch as in this indus¬ 
try the unit has perforce to be situated near the consumer. A 
•comprehensive study was made by the DGTD into the requirements 
cf various industrial towns and the anticipated demand in the near 
•future and this was taken as basis for either sanctioning new units 
or allowing expansion of existing units. The remaining 3 cases were 
left out because these 3 cases pertained to miscellaneous requests 
ifrom the parties which were accepted by the Licensing Committee 


•42 H.A —22 
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in more or less a routine fashion. The broad classification of the 
44 cases studied in detail is as follows: — 


Classification of the Applications for Letter of Intent/Industrial Licence 

(a) Industry-wise : 

© Key industries. 

. 

• 23 ( 52 - 3 %) 

(ii) Non-key industries . 


. 21(47.7%) 

(b) According to type of project : 

© For new undertakings .... 


22(50.0%) 

(ii) For existing/substantial expansion. 


. 22(50.0%) 

(a) Existing undertakings only . 


. 12(27.3%) 

(b) Existing and substantial expansion 

. 

10(22.7%) 

(c) According to items of manufacture : 

©Old. 


. 20(45-5%) 

(it) New.. 


• 24(54.5%) 

(d) State-wise dstribution : 

(i) Maharashtra ...... 


• 16(36-4%) 

(ii) Punjab. 


- 6(13-6%) 

(tit) West Bengal ...... 


- 6(13.6%) 

(iv) Madhya Pradesh. 


5(11.4%).- 

(v) Gujarat. 


• 4 ( 9 - 1 %) 

(vi) Uttar Pradesh. 


• 2 ( 4 - 5 %) 

(mi) Mysore. 


- 2(4.5%) 

(oiii) Madras ....... 

. 

• 1 ( 2 - 3 %) 

(ix) Kerala . . . . 

• 

1(2- 3 %) 

(x) Andhra Pradesh ..... 

• 

• 1(2.3%) 

(e) Type of permission required : 

© Letter of intent . . . 

• 

• 34 ( 77 - 3 %) 

(ii) Industrial licence ..... 

• 

10(22-7%) 

■(f) Administrative Ministry-wise ; 

© Ministry of Industry .... 

. 

. 36(81-8%) 

(ii) Mi listry of Petroleum & Chemicals 

. 

6(13.6%) 

(tit) Ministry of Commerce .... 


• 1 ( 2 - 3 %) 

(iv) Office of the Textile Commissioner * 


• 1(2.3%) 

(g) Number of applications grantedjrejected letter of intcnt/industrial licence: 

(i) Granted. 


• 42(95-5%)* 

(ii) Rejected. 


• 3(4.5%) 

(h ) Industry-wise : 

© Chemicals & chemical products . 


13(29 6%y 

(ii) Iron & Steel manufactures .... 


11(25.0%) 

(iii) Machinery of all kinds .... 


• 6(13-6%) 

(iv) Tools & implements including machine-tools 


• 5 ( 11 - 4 %) 

(v) Textile yarns & manufactures 


• 2(4-5%) 

(vi) Rubber & rubber manufactures 


- 2(4.5%) 

(vii) Medicinal & pharmaceutical products 


• 1(2.3%) 

(viii) Electrical appliances & electrical accessork s 


• 1(2.3%) 

(ix) Miscellaneous ...... 


- 3 ( 6 - 8 %) 













4. During the scrutiny of these cases, full account was taken of 
all those considerations which weigh with the Licensing Committee, 
e-g. Industrial Licensing Policy, the targets fixed for a particular 
industry, Import Policy, the capacity already licensed and installed, 
the aspect of the concentration of ownership, prevention of location¬ 
al concentration, prevention of undue competition between large 
and small scale sectors, optimum utilisation of scarce foreign ex¬ 
change resources etc. The full details regarding the methodology 
employed may be seen at appendix ‘B’, at the end of this case study 
report. 

5. The objectives of the Government in their Industrial Policy 
have been spelt out, in the Government Resolution dated the 30th 
April, 1956 and the Industries (D & R) Act is the main instrument 
for implementing this Policy. The Licensing procedure seeks to 
achieve the following objectives: — 

(a) Regulation of industrial development in accordance with 

the plan priorities and channelisation of investment into 
priority sectors. 

(b) Avoidance of concentration of ownership and control of 
industries. 

(e) Prevention of locational concentration so as to encourage 
dispersal of industries to under-developed regions. 

(d) Prevention of undue competition between large-scale 
industries and small and cottage industries. 

(e) Optimum utilisation of scarce foreign exchange resources. 

6. We have examined the cases not from the point of view of 
ascertaining the adequacy of these objectives but with a view to assess 
the efficiency of the Industrial Licensing, Procedure in achieving 
these objectives. The following is the analysis of the cases examin¬ 
ed by us with reference to the individual objectives which the 
Licensing procedure is meant to serve. 

A Regulation of industrial development in accordance with the 
Plan priorities and channelisation of investment in the priority 
sectors. 

7- Industrial Licensing procedure is intended to direct invest¬ 
ment in priority industries and at the same time leave adequate 
scope for investment decisions to be taken by the entrepreneur 
through the working of the market forces. In actual practice, the 
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Licensing Committee considers particular requests with reference 
to the target set for the particular industry in the Plan, the capacity 
already licensed, the capacity installed etc. A list of “banned” in¬ 
dustries has been worked out comprising of those industries where 
adequate capacity has already been licensed and where consequent¬ 
ly there is no further scope for licensing. Applications relating to 
these industries are required to be rejected without prior reference 
to the Licensing Committee. The analysis of the 44 cases discloses 


the following picture. 

(i) Freelist. 2 ( 4 - 5 %) 

(*V) Binned list.10(22.7%) 

(»Y) Licensable on merits.21(47.7%) 

( iv ) Open for Licensing.2(4.5%) 

(») Ordinary Licensing . 7(15.9%) 

(it1) Not available.2(4.5%) 


Out of the 44 cases taken up for study, only 2 cases were rejected 
and they did not relate to the industries in the “banned” list. This 
would therefore, show that out of the remaining 42 cases approved, 
as many as 10 pertained to industries in the ‘banned’ list. The rea¬ 
sons advanced for approving these cases in spite of the ‘ban’ would 
indicate that the present system of putting some industries on the 
‘banned’ list merely on the computation of the licensed and the 
installed capacity does not work satisfactorily. In actual practice, 
there are exceptional considerations which justify departure from 
the normal rule. Discretion in the executive authority to such a 
large extent is hardly justifiable, especially in view of the fact tha. 
a number of intending entrepreneurs may perhaps be dissuaded 
from putting up projects for approval only because an industry 
happens to be on the ‘banned’ list. Special considerations which led 
to a departure from the normal rule in the 10 cases referred to 
above, are given in appendix ‘C* at the end of this case study report. 
These considerations were, (a) that the proposed project was a part 
of an overall complex and its approval would encourage flexibility 
in the use of raw materials; (b) that a comparatively small expendi¬ 
ture in foreign exchange would help in substantial expansion; 
(c) that the manufacture of an additional product in the 
existing plant would make for the economies of scale; (d) 
that certain flexibility in the product-mix will make for 
efficiency; (e) that the total requirements of a particular product 
are likely to increase in the next few years. This enumeration would 
show that these considerations are of a general nature and should be 
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taken into account while working out the ‘banned’ list itself- Cer¬ 
tainly the Government have to take into consideration the increas¬ 
ed requirements in the next few years while putting some industries 
in the ‘banned’ list. Arguments like economies of scale, a substan¬ 
tial expansion in production with comparatively small outlay in 
foreign investment cannot be ignored. It is open to the Govern¬ 
ment to lay down that for particular industries no new units will 
be allowed but expansion of existing units with comparatively low* 
additional investment would be welcome. Prior formulation of 
policies in the place of present ad-hoc decisions will have the merit 
of giving an opportunity to all industrialists in the field to submit 
suitable schemes for Government’s approval. 


8. Even those who doubt the efficiency of the present Industrial 
Licensing Procedure in diverting investment to fields where it is 
most needed generally give to the present procedure the credit for 
serving the negative purpose of preventing the establishment of 
industrial undertakings in fields which are considered of a low 
priority. Our analysis indicates that the present procedure has fail¬ 
ed to serve even this negative purpose. It is hard to make any such 
claim in the face of the fact that 10 cases on the ‘banned’ list were 
approved whereas the only 2 which were rejected were licensable 
on merits. 

9. We have looked at these cases from another point of view 
also. We have tried to ascertain whether the Government’s effort 
in the regulation of industrial development in accordance with the 
Plan priorities and in channelisation of investment in priority indus¬ 
tries discloses any correlation between the approvals given by the 
Licensing Committee and the existing import policy for items for 
which industrial licences were granted. The following information 
in respect of the 44 cases will speak for itself. 


r. The actual-users allowed to import the item 

2. The established importers allowed to import the item 

3. Established importers not allowed to import the item 

4. “Open” import policy. 

5. No imports allowed . . . . 

6. Imports allowed to actual-users on merits 


10(22.7%) 

1 ( 2 - 3 %) 

6 ( 13 - 6 %) 

6 ( 13 - 6 %) 

15 ( 34 - 1 %) 

6(13-6%) 


We are unable to trace any intelligible relation between Indus¬ 
trial Licensing and the existing Import Policy. 
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B. Avoidance of concentration of ownership and control of Indus¬ 
tries : 

10. The case study discloses that out of the 42 cases approved, 
in 11 cases the proposed project had connection with one or the 
other well-known industrial group. We, however, do not lay much 
stress on this particular aspect because we are aware that the objec¬ 
tive of avoiding concentration and control of industries cannot be 
effectively served by the licensing procedure in any case. While 
the licensing power under the Act can ensure that unduly large 
number of licences are not granted to big industrial groups, subse¬ 
quent transfer of ownership and control cannot be regulated under 
the Industries (D & R) Act. 

C. Prevention of locational concentration so as to encourage dis¬ 
persal of industries to underdeveloped regions: 

11. The State-wise distribution of the 44 cases has already Deen 
6hown in para 3 above. We have tried to find out whether the pro¬ 
posed location of the project was in a State which already enjoyed 
a sizeable share in the total licensed capacity for the item. Out of 
44 cases examined, 11 (25 per cent) were located in States which had 
no capacity licensed for the item in question. 7 (15-9 per cent) were 
located in States which had some capacity already licensed- 6 (13.6 
per cent) were in States where a sizeable portion of the total licens¬ 
ed capacity already existed. For the remaining 20 (45:5 per cent), 
the information was not at all available. We can presume that in 
these cases, there was no regional angle involved. 

12. In no single case was licence or a letter of intent refused on 
the ground of the concentration of the capacity in any State. In 
one solitary case the approval was made subject to the condition 
that the unit will be established outside Bombay-Thana complex. 
We came across no case in which a licence or Letter of Intent was 
given solely on the consideration of the backwardness of the region 
or from the point of view of nearness to consumers. Even if it is 
assumed that the Industrial Licensing Procedure has to some extent, 
achieved the negative purpose of preventing the setting up of indus¬ 
tries in congested regions, there was no evidence of this procedure 
serving a positive role of ensuring a regional dispersal of industries. 

D. Prevention of undue competition between large-scale industries 

and small and cottage industries: 

13. At present, the Development Commissioner, Small Scale 
Industries, does not maintain a list of industries which should be 
reserved for the small scale sector because of the smallness of 
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the investment required or because of the comparatively simple 
technology involved. Protection: of small scale sector comes up only 
on an ad hoc basis while considering specific proposals before the 
Industrial Licensing Committee- In not a single case out of 44 exa¬ 
mined was the question of protection of the small scale sector rais¬ 
ed. 

E. Optimum utilisation of the scarce foreign exchange resources: 

14. While the main purpose of the Industrial Licensing Proce¬ 
dure is to secure investment in priority industries, the critical foreign 
exchange situation facing the country enhances the significance of 
the particular objective. Though the Industrial Licence does not 
automatically entitle the entrepreneur to the allocation of foreign 
exchange for which he has to approach the Government again, hold¬ 
ing of a licence does signify the importance of the industry in the 
Industrial Development Programme of the country. A judicious 
licensing policy will attempt to keep the foreign exchange compo¬ 
nent of the proposed project at the very minimum and secure foreign 
exchange saving by import substitution or export earnings. The 
Industrial Licensing Committee would, therefore, look kindly upon 
a project which has a reasonable foreign exchange requirement by 
■way of import of capital goods and a comparatively small recurring 
liability by way of import of components and raw materials. 

15. The 44 cases examined by us indicate the following situation 


in this behalf- 

(a) Raw material requirements 

(i) Imported.8(18 2%) 

(it) Indigenous .12(27.3%) 

(lit) Imported as well as indigenous.20(45.5%) 

(iv) Not indicated ..4(9-1%) 

(b) Ratio of imported and indif nous raw materials 

(t) Favourable* ........ 11(25 0%) 

(ft) Unfavourable** ....... 9(20.5%! 

-(c) Capital equipment requirements 

(i) Imported. 2 ( 4 - 5 %) 

(t't) Indigenous.6(15 6%) - 

{Hi) mportei a; will as iiligjioni ..... 23(52-3/0) 
(to) Not indicated ........ 13(29-6%) 

((d) Ratio of imported and indigenous capital equipment 

(0 Favourable* .8(18.2%) 

(n) Unfavourable**.i5(34-i%) 


*If the indigenous supply is larger than imported. 

**lf the indigenous supply is smaller than imported. 
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16. The above figures disclose that in only 8 cases the proposed 
industrial units intended to rely exclusively on domestic raw mate¬ 
rials. In 9 cases, more than 50 per cent of the raw materials were 
expected to be imported. It is significant to note that not in a single- 
case out of 44 was the application rejected on the ground that the pro¬ 
ject required unduly large imported raw materials or components- 
In 4 instances, it was stipulated that no free foreign exchange will 
be provided for the import of raw materials/components and the 
party was required to arrange the import of raw materials and 
components through their export earnings. 

17. In a vast majority of cases the entrepreneur does not have a- 
clear idea as to the source from which the foreign exchange will 
be found for the import of capital goods at the stage he applies for 
an industrial licence. The Industrial Licensing Committee conse¬ 
quently leaves this matter for the decision of the Capital Goods Com¬ 
mittee except in cases which are of such a low priority that they 
have no chance of getting an industrial licence unless the entre¬ 
preneur indicates a source of foreign exchange financing which does 
not constitute a drain on the foreign exchange resources available- 
to the Government. Out of the 44 cases only, 6' cases specifically 
mentioned the source of foreign exchange financing, the details of 
which are as follows: 


(0 

Total against foreign capital participation 

. i( 2 - 3 %) 

(»•) 

A part against foreign capital participation . 

. i( 2 - 3 %) 

(Hi) 

Foreign loans. 

• 2 ( 4 -- 5 %) 

(iv) 

Deferred payments arrangement .... 

• x( 2 - 3 %) 

(v) 

From financial institutions .... 

l( 2 '" 3 %) 

18. The fact that the entrepreneurs had indicated these probable- 


sources however did not debar them from approaching the Capital 
Goods Committee for allocation of foreign exchange. The Capital 
Goods Committee would consider their requirements from the point 
of view of the total availability of foreign exchange and the relative 
priority of industries. The fact that specific sources were indicated 
by the entrepreneurs would not go against them. 




APPENDIX ‘A’ 

NATURE OF DISPOSAL OF CASES 

No. of case? 

1. Qrant of a letter of intent. 38. 

2. Grant of an industrial licence. 9- 

3. Rejection of the application for the grant of an industrial licence 12 

4. Revocation/cancellation of the letter of intent already issued . 2- 

5. Revocation/cancellation of the industrial licence already issued . 21 

6. That the consideration of the application for a letter of intent 

be deferred ........ 65 

7. Extens on of time for the completion/implementation of the 

project.. . . . 105; 

8. Extension of time in the period of validity of letter of intent . 27 

9. The Committee/Sub-committee agrees to change-over in 

the pattern of production . -. 2- 

10. Grant of licence to regularise the capacity in excess of that 

licensed initially .. 4. 

11. Authorisation to the Chairman to take decision on further 

examination ......... 5 

12. Postponement for consideration by the Full Committee . . 1 

13. “Still under consideration in consultation with other Agencies” 3- 

14. That the Technical Authorities/other Agencies re-examine the 

case and a fresh application is submitted thereafter 4. 

15. That the decision already taken to revoke the licence need not be 

revised ......... 22 

16. Noted the position. 5 

17. “Minutes will follow”. 15 

18. Allowed to reapply. 2 

19. Rejection of the request for a change of location ... 2 

20. The item withdrawn. r 

21. Miscellaneous x 

22. Deletion of some items from the licence issued ... 1 

23. Grant of expansion of capacity. 1 

Total . . 349 
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APPENDIX ‘B’ 

METHODOLOGY 

'The case study was conducted with the following aspects in vikw — 

A. Regulation of Industrial Development in accordance with the 

Planned Priorities and channelisation of Investment into Priority 
Industries. 

1. Present industrial licensing policy. 

2- Have the targets been fixed? 

3. Whether the Established Importers are allowed to import the 
item to be manufactured? 

4. Whether the Actual-Users are allowed to import the item to 
be manufactured ? 

5. Whether Actual-Users are allowed to import the item to be 
manufactured freely? 

6. Present import policy regarding the item to be manufactured:— 
Open 

No imports allowed 

Banned except for some special items 

Restricted 

B. Avoidance of Concentration of Ownership and Control of Indus¬ 

tries. 

1. Relationship with any other existing undertaking. 

2. Connection with any of the well-known industrial groups. 

3. Is the Company a wholly new venture? 

4. Comments of the Company Law Board/Department:— 

Evinces concentration of ownership 

Does not evince concentration of ownership 

No comments 

Comments not received 

Not indicated 

C. Prevention of Locational Concentration so as to ensure Dispersal 

of Industries to Underdeveloped Regions. 

1. Capacity licensed in the State. 

2. Whether the State Government has supported the proposal? 
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3. Cases of positive dispersal (encouragement of backward areas' 
■•etc.):— 

On consideration of backwardness of a region 
Dispersal from the point of view of local consumer 
Dispersal from the point of view of avoiding congestion. 

D. Prevention of Undue Competition between Large-scale Industries 

and Small and Cottage Industries. 

1. Whether Development Commissioner, Small-scale Industries 
has got any objection for a further capacity in the large-scale sector? 

2. Whether Licence granted in spite of Development Commis¬ 
sioner Small-scale Industries’ objection? 

E. Optimum Utilisation of the Scarce Foreign Exchange Resources. 

1. If any technical collaboration is proposed whether every effort 
should be made to obtain such collaboration from the existing Indian 
manufacturers of similar products? 

2. Whether a certain percentage of the actual production in res¬ 
pect of the item/items is to be exported? 

3. Situations where no free foreign exchange is to be provided for 
import of raw materials/components and the party is to arrange to 
import raw materials/components requirements through their 
exports. 

4. Situations where no additional payments other than what have 
already been approved will be made to the foreign collaborators on 
account of technical know-how for the manufacture of the products. 

5. Whether the raw materials/components are imported/indi¬ 
genous? 

Imported 

Indigenous 

Imported as well as indigenous 
Not indicated 

6- Ratio of the imported and indigenous raw materials/compo- 
’nents required. 

Favourable* 

Unfavourable** 

Not available 

•When indigenous supply is more than the imported. 

••When the imported supply is more than indigenous. 
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7. Whether capital equipment requirements are imported/indi- 
genous? 

Imported 

Indigenous 

Imported as well as indigenous. 

8. Ratio of the imported and indigenous capital equipment re¬ 
quired. 

Favourable 
Uunfavourable 
Not available 

9. Rfctio of import content and the total value of the product. 

Favourable t 
Unfavourableft 
Not available 

10. Cases rejected on account of the requirements of a sizeable 
import of raw materials/components. 

11. Cases in which the Licensing Committee has insisted on phas¬ 
ed manufacturing programmes. 

12. Cases in which the Licensing Committee did not insist ort 
phased manufacturing on account of an exceptional advantage in. 
bringing in of advanced technology. 

13. Phased manufacturing programme if decisive: 

Positive 
Negtative 
Not available 

14. In the case of imported raw materials/components whether 
the import is recurring or non-recurring; 

Recurring 
Non-recurring 
For some years only 
Not indicated 

15. Cases in which letter of intent recommended if the terms of 
collaboration are to the satisfaction of the Government. 

16. Whether phased manufacturing programme is settled to ther 
satisfaction of the Government. 


tWhen the import content is less than 50% of the value of the product, 
tl When the import content is more than 50% of the value of the product. 
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17. Details of arrangements for meeting the foreign exchange 
requirements involved in the Scheme:— 

Total against foreign capital participation 
A part against foreign capital particiation 
No foreign exchange is involved 
An autonomous Public Sector Project 
Foreign loans 

Deferred Payments arrangement 
From Financial Institutions 
Not given 

Nil 

18. Cases in which foreign collaboration is envisaged. 

19. Cases in which foreign financial participation is envisaged. 

20. Cases in which there is a condition that no foreign exchange 
as involved. 

21. The extent of foreign exchange saving:— 

Favourable 

Unfavourable 

To the extent imports are eliminated 

Not available 

Some 

Not an import-substitution item 
Nil 

22. The mode, if any, of foreign exchange earnings:— 

Through exports 

No definite proposals for exports 

Not available 

Nil 

23. Cases in which arrangements for import of machinery are to 
fee settled to the satisfaction of the Government. 

24. Cases in which there are no requirements of capital equip¬ 
ment. 

25. Cases in which no import of plant and equipment is allowed. 

26. Cases in which no free foreign exchange is allowed for the 
import of capital equipment and plant etc. 

27. Cases in which no foreign exchange is made available for any 
purpose. 



APPENDIX ‘C’ 

REASONS GIVEN BY THE DGTD/TECHNICAL ADVISERS/ 
ADMINISTRATIVE MINISTRIES FOR RECOMMENDING THE 
GRANT OF LETTER OF INTENT/INDUSTRIAL LICENCE FOR 
THE MANUFATCURE OF ITEMS WHICH WERE ACCORDING TO 
THE PREVAILING INDUSTRIAL POLICY ON THE ‘BANNED’ 

LIST 

1. Manufacture of hydraulic acid. —The Technical Advisers said 
that the party concerned had already been licensed to set up a plant 
for the manufacture of caustic soda and of chlorine. The hydro¬ 
chloric acid plant now proposed to be set up was to form an integral 
part of the overall scheme for setting up a caustic soda-chlorine unit 
and would also enable the firm to have flexibility in making use of 
the co-product chlorine available from the caustic soda plant. The 
Technical Advisers, therefore, recommended issue of the licence as 
requested by the firm. 

2. Manufacture of solvent extracted oil and meal. —The DGTD 
said that the firm concerned was licensed under the Industries 
(D & R) Act, for extraction of vegetable oils from oilcakes by sol¬ 
vent extraction process. The present application submitted was for 
permission to effect substantial expansion in their existing under¬ 
taking. According to the firm, with minor adjustment and addition 
of indigenous equipment, they had been able to increase the capa¬ 
city of their solvent extraction plant. The DGTD had no objection 
in granting the firm permission to expand the capacity in view of 
the, fact that the Government of India were encouraging the pro¬ 
duction of extracted oil in the country. They suggested that the- 
industrial licence already granted to them may be amended suitably 
after consulting the State Director of Industries in regard to the 
availability of oil-cake in the region in which the firm’s solvent- 
extraction plant is located. 

3. Manufacture of automobile clutch plates and clutch cover 
assemblies. —The DGTD said that the party concerned was already 
licensed for the manufacture of complete clutch assemblies for 
automobiles and had submitted the present application to expand 
their 'existing capacity for the manufacture of clutch plates and. 
clutch cover assemblies and also to take up the manufacture of (a)> 
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clutch discs for motor cycles, scooters, 3 wheelers and mopeds; (b) 
clutch discs for tractors etc. in collaboration with the same firm. 
The firm had stated that most of the imported machinery involving 
foreign exchange required for the expansion programme would be 
supplied by their foreign collaborators against their capital participa¬ 
tion. 

4. Manufacture of hydraulic industrial brakes.—The DGTD said 
that the firm in question was already engaged in the manufacture 
of various types of hoses and that no separate capacity was regis¬ 
tered for each type of those hoses. If the firm wanted to take up 
manufacture of hydraulic brake hoses also, they could include this 
type of hose in their manufacture range within their registered capa¬ 
city for hoses. As at present there is adequate capacity for hoses in 
the country, the item has been included in the ‘banned’ list but the 
DGTD had no objection if the firm could include hydraulic brake 
hoses also within their registered capacity for various types of hoses. 

5. Manufacture of rubber chemicals viz. accelerators, antioxidants 
and retarders.—According to the DGTD the articles in question are 
required for the production of automobile tyres and tubes needed 
for transport which has assumed great importance in emergency. 
In view of this, if these articles are not manufactured they will haver 
to be imported. The foreign exchange spent on import of raw mate¬ 
rials is approximately 20 per cent of that required in importing 
finished rubber chemicals. Some of the main raw materials requir¬ 
ed for this project will be available from indigenous source when 
HOC project will materialise. Even if we allow imports of raw 
materials, the foreign exchange spent would be far less than that 
spent on the import of finished products. The present scheme will 
not invlove any import of capital equiment as it is likely that the- 
expanded capacity may have to be implemented within a very short- 
time by the installation of certain indigenous components. 

6. Manufacture of “Formula 44 Cough Mixture”.—The Technical 
Advisers said that for the proposed expansion the party did not re¬ 
quire any additional capital equipment nor any royalty was envisag¬ 
ed in the proposal. The Drug Controller and Ex-officio Industrial 
Adviser (Drugs) was however, of the view that there were many 
small scale manufacturers making cough syrup and that there was 
nothing unique in the Formula 44 cough syrup. Later, however, he 
agreed to allow the expanded capacity on the condition that at least 
50 per cent of their production will be exported. 
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7. Manufacture of pads for journal lubricators. —According to 
Hhe DGTD there was a lot of demand for this commodity by the 
Railways. This will replace cotton pads. DGTD left it to the Licens¬ 
ing Committee to take the decision. The Ministry of Railways gave 
approvals for the use of the item by them. 

8. Manufacture of carbon black. —The DGTD recommended a 
letter of intent to the party concerned on the plea that foreign ex¬ 
change was to be directed from the firm’s own account in U.K. and 
that the demand was more than the capacity. The Ministry of 
Industry recommended the case subject to the condition that there 
will be no assurance about the release of free foreign exchange for 
the import of raw materials. 

9. Manufacture of carbon black. —The DGTD said that the party 
was prepared to arrange foreign exchange through the IFC and 
ICICI and that the demand was more than the existing capacity. 

10. Manufacture of cosmetics and toilets.—The DGTD said that 
-the party concerned was a State Government undrtaking producing 
soap and vegetable oils. Only indigenous raw materials would be 
used in the manufacture of these items.. They also do not require 
any capital equipment. 



APPENDIX II 

CASE STUDY REPORT ON THE WORKING OF THE FOREIGN 
AGREEMENTS COMMITTEE 

Samples.—Cases which came up before the Foreign Agreements 
Committee during the period January—June, 1966 were taken for 
examination. The Committee met for 12 times during this period 
and considered 46 cases. The nature of the disposal of these 46 items 


coming up before the Committee is as follows: 

CO Recommended for acceptance.21(45*7%) 

(*0 Recommended for rejection.2(4*3%) 

(in) Minutes not available.3(6'5%) 

(tv) Recommended by the Committee for re-examination by 
the Technical Advisers/Administrative Ministries/ 

Deptt. of Economic Affairs.7(t5'2%) 

(v) Party asked to negotiate better terms of collaboration as 

indicated in the light of earlier other cases 2(4'3%) 

(et) “Noted the decision/took note of the information con¬ 
tained in the Summary”.4(8’7%) 

(on) “May be discussed in detail with the party and 

brought up again”.2(4 3%) 

(via) “Not opportune to consider the proposal” . . . 1(2*2%) 

(ut) Consideration deferred.2(4*3%) 

(x) Withdrawn.2(4*3%) 


2. A sizeable number of cases have been returned by the Com¬ 
mittee for further examination by the Technical Advisers or by the 
administrative Ministries or the administrative Ministry has been 
directed to discuss the proposals further with the concerned parties. 
Even the 21 cases which have been shown as “recommended” are 
not finally disposed of inasmuch as in 10 cases out of these, the Com¬ 
mittee’s approval is conditional as indicated below: 

(0 Rate of royalty proposed should be reduced . . 1 

(n) Extent of foreign participation should be reduced . . 2 

(tit) Agreed to the extension of the agreement subject to the 

reduction in the rate of royalty payable ... * 

(tv) Acceptance subject to the condition that the royalty pay¬ 
able shall be for the new manufactures only ... 1 

(v) Agreed subject to the condition that the party shall earn 
foreign exchange through exports sufficient to enable them 
to import their requirements of raw materials and components 1 

(pi) Exports should cover foreign exchange out-flow on ■ 

account of dividends and. royalty ... - 1 
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(off) Subject to the condition that no further extension will 

be allowed in any circumstances .... i 

(viii) Payments of fees etc. to be within the overall foreign ex¬ 
change ceiling released in their favour ... I 

(ix) There will be no further extension under any circumstan¬ 
ces and the party would have the unfettered right to con¬ 
tinue the manufacture of the item after the expiry of the 
proposed extension. i 

3. The natureof the proposals involved in these 46 cases can be seen from the following 
table : 


Number of Proposals 


Recorumen- Recomm- Others 

Total 

' ded for ded for 


(1 accept- rejection 


ance 




I 

2 

3 

4 

(A) Nature of request 

(0 Proposals for entering into fresh 
technical collaboration agreements 

7 

1 

9 

17 

(it) Proposals for extension of the 
existing technical collaboration 
agreements] .... 

6 

1 

X 

8 

(iff) Proposals for fresh financial 
collaboration agreements] . 

3 

—. 

X 

,4 

(w) Proposals for fresh technical-cwm- 
financial collaboration agreements 

5 

— 

ir 

l<S. 

(v) Proposals for the extension of 
the existing technical-arm- 

financial agreemets . . * 

— 

— 

1 

I 

Total 

21 

2 

23 

46 

(B) According to the type of project ]] 

(i) For new undertakings . 

8 

I 

15 

24 

(it) For existing undertakings . 

13 

I 

8 

22 

Total 

21 

2 

23 

46 

(C) Key/Non-Ky industry 

(i) Key industries 

2 


3 

5 

(it) Non-key industries 

19 

2 

17 

38 

(tit) Services. 

— 

— 

3 

3 

Total 

21 

2 

23 

46 
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I 

2 

3 


(D) Scheduled/Non-scheduled industries 

(i) Scheduled .... 

I 

— 

IS 

33 

(if) Nor-scheduled 

2 

— 

2 

4 

(w) Services. 

-- 

— 

3 

3 

(itr) Not available .... 

I 

2 

3 

6 

Total 

21 

2 

23 

46 

(B) Administrative Ministry-wise 

(i) Ministry of Industry 

17 

2 

19 

38 

(ii) Ministry of Petroleum & Chemicals 

3 

— 

4 

7 

(Hi) Ministry of Commerce 

I 

— 

— 

I 

Total 

21 

2 

23 

46 

(P) Industry-wise 

(i) Plantations .... 

— 

— 

—; 

— 

(it) Mining. 

— 

— 

— . 

— 

(iii) Petroleum .... 

— 

— 

— 

— 

(in) Manufacturing:— 

21 

2 

20 

43 

(o) Food, beverages etc. 

I 

— 

3 

4 

(b) Textile products 

I 

— 

— 

i 

(c) Transport equipment 

I 

— 

— 

i 

(d) Machinery and machine-tools 

5 

— 

4 

9 

( e ) Metals and metal-products 

2 

— 

2 

4 

(/) Electrical goods and machinery 

5 

I 

3 

9 

( g ) Chemicals and allied products 

4 

I 

3 

8 

( h ) Others .... 

2 

— 

5 

7 

Total 

21 

2 

20 

43 

(G) Services 

(i) Trading. 

. — 

— 

— 

— 

(ii) Construction, utilities and transport 

— 

— 

2 

2 

(m) Financial 

— 

— 

— 

— 

(id) Miscellaneous 

— 

—■ 

I 

X 

Total. 

___ 

— 

3 

3 
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t 

2 

3 

4 

(//) State-wise. 






(0 

Maharashtra 

- 

9 

— 

7 

16 

C *0 

West Bengal 


5 

I 

5 

ii 

(«0 

Delhi 


4 

l 

5 

IO 

(tv) 

Punjab 


I 

— 

\ 

2 

(V) 

Andhra Pradesh 


— 

— 

2 

2 

(w) 

Mysore 


— 

— 

l 

I 

(vii) 

Madras 


— 

— 

1 

V 

(nm) 

Kerala 

, 

I 

— 

— 

t 

(«) 

Bihar 


— 

— 

i 

I 

(*) 

Gujarat 


I 

— 

— 

I 



Total 

21 

2 

23 

46 

(/) Foreign Collaborators’ Country-wise. 





(f) 

U.S.A. 


6 

2 

It 

19 

«0 

U.K. 


6 

— 

3 

9 

(»0 

France 


2 

— 

2 

4 

(iv) 

Switzerland 


2 

— 

i 

3 

(v) 

Italy 


I 

— 

2 

3 

(vi) 

Japan 


I 

— 

i 

3 

(vii) 

Sweden 


— 

— 

2 

2 

(wit) 

West Germany 


I 

— 

— 

I 

(ix) 

Canada 


— 

— 

I 

I 

(x) 

Belgium 


i 

— 

I 

2 



Total 

21 

2 

23 

46 


4. A little over half the requests pertained to proposals for enter¬ 
ing into fresh technical collaboration agreements or for extension 
of the existing arrangements. 4 proposals pertaining to fresh 
financial collaboration agreements refer really to 3 items, one of 
them coming up twice before the Committee. The items of manu¬ 
facture in these 4 cases were; microscopes, optical instruments, 
harmones, paints and steel rolls. The equity investment was below 
30% with one exception, viz.; that of harmones, where the. equity 










investment was 45%. 16 proposals involved both financial and 

technical collaboration involving payment of royalties. 

5. The proposals involving diversification of the manufacturing 
programme' and/or substantial expansion of the existing units seehi 
to be receiving a more favourable response from the FAC. Only 8 
proposals out of 20 firom new undertakings Were recommended for 
acceptance as against 13 out of 25 from existing units. Classification 
of proposals in respect of key and non-key industries shows that 
out of the total of 48 proposals, 38 (82-5%) were for establishing non- 
key industries and only 5 pertained to key industries. Similarly, 
out of the 21 proposals recommended for acceptance, 19 were for 
non-key industries. As would be expected, almost all the collaborar 
tion proposals pertained to the manufacturing industry. There was 
no proposal in the field of plantation, mining and petroleum and this 
was understandable in view of the Government of India’s policy on 
foreign investments. The 3 proposals in the field of “Services” per¬ 
tained to construction, utilities, transport and miscellaneous services 
(exploration and exploitation of underground water resources); 
they were all turned down. 

6. 80% of the proposals pertained to the States of Maharashtra, 
West Bengal and Delhi, thus reflecting the concentration of indus¬ 
tries in these areas. The largest share of proposals pertained to 
USA (41%). They were twice the number from U. K. On a super¬ 
fluous view, this looked anomalous in view of the close relations 
between the Indian industries and U. K. The analysis of the pro¬ 
posals accepted by the FAC however, restores the expected situation 
inasmuch as an equal number of proposals from U. K. and USA 
were recommended for acceptance by the FA.C. This fact might 
also indicate that the terms of collaboration offered by the US colla¬ 
borators are more expensive than those from UJK. 

7. The Ministry of Finance (Deptt. of Economic Affairs) have 
delegated some powers to the administrative Ministries who can 
approve technical collaboration agreements provided the proposed 
payments on account of royalties or knowhow fees do not exceed 
specified limits. The main responsibility for sponsoring or support¬ 
ing and finally approving or rejecting a case of foreign collaboration 
is that of the Ministry concerned with the particular industry. Only 
cases having some special features required the approval of the 
Foreign Agreements Committee. The primary concern of the FAC 
is to ensure that the proposed collaboration is necessary in view of 
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the technology involved and that the terms and conditions are 
reasonable in the light of the foreign exchange commitments involv¬ 
ed. 

Royalties and Technical Service Fees 

8. The rate of royalty is normally fixed at a specified percentage 
of the value of production. Sometimes, the royalty is capitalised 
and is paid in the form of a lumpsum amount payable either in the 
beginning or over a period in instalments. Royalty is the return 
for the transmission of the technical knowhow, patents, use of trade¬ 
marks etc. In some cases, additional payments known as technical 
service fees are .also payable for specified services, like supply of 
working drawings, blue-prints, engineering services, designs, deputa¬ 
tion of technicians, and training facilities for Indian technicians. 
The amount of royalty depends entirely on the complexity of the 
technology involved and the relative facility at which it can be 
obtained from different sources. 

9. The break-up of the cases studied by us, according to the rates 
of royalty, is indicated below: 


Rats of royalty 


Between:— 

1. o'i% and leu than i% 

2. x % and less than 2% . 

3. 2% and less than 3% . 

4. 3% and less than 4% . 

5. 4% and 5% 

6. 5-x% and above, 

10. Higher rates of royalty involving a sizeable drain on foreign 
exchange in the years to come is naturally discouraged. There was 
not a single case in which a royalty of more than 5% was even pro¬ 
posed. A higher rate of royalty on exports alone is considered 
acceptable. 


Number of proposals 


Recommen¬ 
ded lor 
accept¬ 
ance 

Recoin- 

for rejec¬ 
tion 

6 thers 

Total 

I 

2 

3 

4 

2 

• • 

• • 

3 

5 

3 

• • 

2 

5 

3 

• • 

5 

8 

6 

1 

5 

12 
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11, The basis for the computation of royalty has been expressed 
in different Agreements as indicated below: 



Number of Proposal? 



Recom¬ 

mended 

for woepf- 

ance 

Recom¬ 
mended 
for rejec¬ 
tion 

Others 

Total 

Pepjent of:- 

I 

2 

3 

4 

i: Of the total value of the parts manufac¬ 
tured in India . . . 

• * 

X 


X 

Of the net siles value of the items manu¬ 
factured in India minus the value of 
the imported components . . 

I 

• • 


I 

3. Of the total turnover ...» 

1 

• • 

1 

2 

4. Of the gross sales .... 

• • 

• • 

5 

5 

j: Bx-factory bulk-price . ... 

4 

% • 

2 

6 

6. Of the net sales value of the tpanuftc- 
tored products . . 

2 

» • 

2 

.4 

7. Of the Indian price . . 

3 

• • 

2 

5 

8. Of the mcome earned by thf Qotnp^ny » 

• • 


1 

1 ■ 

9, Cost of the nypnfsphire . . 



X 

’2 




to. Net ex-works price .... 

it. Not available. 

I 

‘ 

I 


• • 

X 

X 

* 


12. Such wide variety of terminology is capable of befog interpret¬ 
ed m several different ways and some standardised formula should 
be adopted. If the intention is that a foreign collaborator imparting 
the* technology involved in the manufacturing process should be re¬ 
warded and the remuneration should be a specified percenfogeof the 
total production made possible by this technology, then' the correct 
formula would be to relate royalty to foe net ex-works value- of pro¬ 
duction. Apart from bringing about uniformity, this would have 
an additional advantage inasmuch as this is a figure which can bb 
determined with some amount of certainty. Terms like gross sales, 
totfil turnover, income earned by the country, cost of manufacture, 
are all capable of being interpreted in divergent fashions the 
%serve JJanfc of India while permitting the remittance of royalties 
cannot be expected tp enter into any detailed examination. 
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13. While computing the royalty, it is customary to lay down that 
the royalty will be calculated on the value of production minus the 
cost of imported element. This is done on the ground that the worth 
of the foreign collaboration is properly gauged by the amount of 
production achieved indigenously. This aljso creates an incentive 
for the foreign collaborator to increase the indigenous content of the 
final product as it directly enhances the quantum of royalty earned 
by him. 

14. In the 21 cases recommended for approval by the FAC, only 
3 cases contain a specific stipulation that the royalty will be com¬ 
puted on the value of the production minus the imported element. 
We can only presume that this was the intention in all the other 
cases also and that the final approval issued by the Government 
contained this stipulation. 

15. Even after the introduction of this stipulation in the colla¬ 
boration agreement, there is no machinery whereby the Reserve Bank 
of India, while considering the request for remittance can correlate 
the amount of royalty with the value of the indigenous and the 
imported elements. Some system has to be devised to make it feasi¬ 
ble for the Government to enforce this condition. 

16. In 2 cases out of the 21 recommended, the FAC approved a 
sliding rate of royalty whereby the percentage went down as total 
sales increased. The intention obviously was to keep the total outgo 
of foreign exchange within reasonable bounds. Some foreign colla¬ 
borators insisted on guaranteeing them a minimum amount of royal¬ 
ty regardless of the turnover in a particular year. Their point of 
view is easily understandable as royalty below a certain amount 
may not make the proposition worthwhile for them to enter into 
the Agreement at all. In 7 cases out of those studied by us there 
was a provision of the minimum royalty and the FAC did not agree 
to this provision in any case. 

17. Some proposals contained a stipulation that the rate of royal¬ 
ty will be at a specified percentage but will be subject to a specified 
maximum. Out of the cases approved by the FAC, 2 contained such 
a provision which was obviously included on the advice of the Tech¬ 
nical Advisers. 

18. Computation of royalty as a fixed percentage of the net ex- 
works value of the production suffers from a flaw inasmuch as a 









rise in domestic price on account of any extraneous reasons in¬ 
creases the amount of royalty earned by the foreign collaborator. 
While the risk-capital invested by the foreign collaborator can 
reasonably be expected to share in the profits made by the venture, 
there is no reason why the value of the technology imparted by a 
foreign collaborator should enhance on account of such rise in domes¬ 
tic price. The only practicable check is to fix the royalty not as a 
percentage of net ex-works value but as a specified amount per unit 
of production. This is not always practicable but wherever a unit 
of production can be easily identified, this practice could be adopted. 
In one case out of the 46 examined by us this expedient was employ¬ 
ed. In some cases, the foreign collaborator expects a differential 
higher rate of royalty for the portion of production which is export¬ 
ed out of India. Sometimes this claim is buttressed by the argument 
that Indian exports have the effect of diminishing the exports from 
the host country or the exports of the foreign collaborator himself. 
In all, there were 3 such proposals but these cases were remanded 
by the FAC for re-examination by the Technical Advisers/adminis- 
tative Ministries. One of the cases envisaged royalty payment on 
exports only (this proposal also envisaged 49% foreign equity parti¬ 
cipation). i y v f ; 

19. Out of the 46 proposals considered by the FAC, 4 involved 
payment of royalty in the form of a lump-sum amount unrelated to 
the value of production as indicated below: 


Number of proposals 


Recom- 

Recom- 

Others Total 

mended 

mended 


for accept- 

for rejec- 


ance 

tion 


1 

2 

3 4 


I. Below Rs. 25,000 ...... • • * 1 2 3 


2. Above Rs. 25,000 but below Rs. 50,000 2 


2 


3. Above Rs. 50,000 but below Rs. 1,00,000 


1 


r 


3 K 5 

20. 14 cases envisaged payment of technical knowhow fees for 
specific services like drawings, designs, training of technicians etc. 
The break-up is as indicated below:— 


Number of proposals 



Recom¬ 
mended 
for accept¬ 
ance 

Recom¬ 
mended 
for rejec¬ 
tion 

Others 

Total 


1 

2 

3 

4 

I. Below Rs. 25,000 .... 

• • 

I 

I 

2 

2, Above Rs. 25,000 but below Rs. 50,000 

• • 

.. 

2 

2 

3. Above Rs. 50,000 but below Rs. 1 lac . 

3 

•• 

I 

4 

4. Above Rs. 5 lacs, but below Rs. io lacs 

I 

.. 

2 

3 

t 

5. Above Rs. xo lacs but below Rs. 20 lacs 

I 

•• 

2 

3 

21. According to the directive of the Deptt. of Economic Affairs, 
a collaboration agreement should normally have a life of not more 
than IQ years initially. This would necessitate an approval from the 
Government again if the parties intend to extend the period of the 


Agreement. Even such requests for extension do come up before 
the Foreign Agreements Committee. The 46 proposals examined by 
us would indicate the following picture so far as the life of the 
Agreements is concerned (including extension). 


Number of proposals 

Recom¬ 

Recoin- Others Total 

mended 

mended 

for accept¬ 

for rejec¬ 

ance 

tion 



I 

2 

3 

4 

1. From 3 to 5 years 

4 

• • 

4 

8 

2. From more than 5 years to 7 years 

•• 

• * 

X 

I 

3. From more than 7 years to 10 years 

9 

• V 

8 

17 

4. From more than 10 years to 15 years . 

2 

• • 

3 

5 

5. From mote than 15 years to 19 years . 

• • 

I 

•• 

z 

6. 20 years and above .... 

• • 

• • 

I 

X 

7. Not available < . . . • 

2 

I 

5 

8 

3 . Does not arise (financial collaboration 
only). 

2 

• • 

I 

3 

9. Not restricted (no recurring payment 
involved). 

2 

. . 

, , 

2 
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22. This table conforms to the normal pattern of limiting the life 
of the collaboration agreements normally to 10 years. There were 
two exceptions in which the life of the agreement over 10 years was 
recommended by the FAC but both these proposals pertained to 
extension of the time to subsisting agreements. Figures disclose 
that quite a large number of cases come up for extension of th fip 
and extension is being readily permitted. In one case where: lire 
FAC did not agree to the proposal for extending the life of the exist¬ 
ing agreement related to a case where the party had committed an 
irregularity by remitting royalties without the formal approval of 
the Government. 

Foreign Equity-Participation 

23. 20 proposals involving foreign equity investment came up for 
consideration, out of which 8 were recommended for acceptance by 
the FAC. The break-up of these cases according to the foreigner’s 
share in the equity capital is indicated below:— 






Number of 

proposals 


Recom¬ 
mended 
for accept- i 
ance 

Recom¬ 

mended 

For rejec¬ 
tion 

Others 

Total 





I 

2 

3 

4 

i. Below ro% 

• 

• 

ft 

i 

• • 

• • 

I 

2. 10% to 19% . 

• 

• 

• 

• ft 

• • 

X 

I 

3.20%tO-29% . 

• 

• 

• 

I 

• • 

4 

5 

4 - >•0 39% . 

• 

• 

• 

3 

• • 

I 

4 

IS- 40% to 49% . 

• 

• 

• 

I 

• • 

3 

6 

6. 50% to 59% . 

• 

• 


I 

» • 

I 

a 

7. 6o% and above. 

• 


• 

I 

•• 

•• 

I 


24. Out of t he ca ses rec ommended for acceptance, 6 conform to 
the normal policy of "the Government to limit the foreigner’s share 
in tiie equity capital to 49% or below. The cases which arena ex¬ 
ception to the normal practice pertain to the manufacture of some 



356 


12 3 4 


Royalty etc. payments without share parti¬ 
cipation. 


1. No share participation but percent 

royalty payments only . 

2. No share participation but lumpsum 

royalty payments only 

3. No share participation but technical 

know-how etc. fees only. 

4. No share participation but percentage 

royalty payments, technkal know¬ 
how fees. 


8 6 14 


11.. a 


2 3 5 


5. Situation not dear from papers . 2 1 2 5 


28. Hence the Committee has 2 conflicting objectives to balance. 
Equity investment is supposed to give to the foreign partner a 
stake in the success of the venture and consequently the foreign 
capital is considered as an effective vehicle for transmission of 
modern technology. On the other hand, foreign capital is an ex¬ 
pensive method when considered from the point of view of the 
future foreign exchange liability. This is particularly so in the 
Indian context where the existence of sheltered market more or 
less guarantees handsome dividends on the risk-capital invested. 
It is a matter of judgement which the Foreign Agreements Com¬ 
mittee has to decide looking to the various aspects of a particular 
proposal keeping in view the immediate foreign exchange shortage 
and the future contingent liabilities these proposals involve. 
There is, however one point of which we must make a mention. 
In the Finance Ministry’s OM referred to above, the administrative 
Ministries have been permitted to approve taxable royalties upto 
5 per cent in addition to foreign equity participation provided the 
share of the foreigner is in the minority. Where the foreigner 
has a majority share, which can be permitted only if the item of 
manufacture is of critical importance and there is no way of 
obtaining the technical know-how, the Ministries are permitted to 
allow royalty upto 3 per cent only. This discloses a certain amount 
of confusion as to the real nature of these payments. Apparently, 
this is a result of the prevailing hesitancy in the Government who are 
perturbed about the adverse effect on the balance of payments 
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position likely to arise out of the remittance of profits on this invest 
ment in the future. Investment of risk-capital must have ita 0W1 
return and the foreign partner investing his money in an Indiai 
industry does so on his own assessment of the profit-bearing capacity 
of investment in India. Royalty, on the other hand, is only a returr 
on the technology imparted by the collaborator and other technics, 
services rendered by him. We must assess its value independently 
without considering the share of the foreigner in the equity in¬ 
vestment. 

29. The analysis of the 46 proposals considered by the FAC shows 
that a vast majority of the cases needed imported capital equip 
ment and a sizeable portion of them needed imported raw materials 
also. 


Number of am 


Recom¬ 
mended 
for accept¬ 
ance 

Recom¬ 
mended 
for rejec¬ 
tion 

Other* 

Tftrtal 

I 

2 

3 

4 


1. Imports of capital equipment only 4 5 9 

2. Imports of raw-materials only . . i 

3. Imports of components only . . 

4- Imports of capital equipment and raw 

materials.6 i 6 13 

5 Imports of capital equipment and com- , 

ponents... .. 2 a 

6. Imports of capital equipment; raw-mat¬ 

erials and components ... .. .. 

7. Cases in which no imports of any kind 

are required.5 ., 7 la 

8. Information regarding import require¬ 

ments ' not available or not 

indicated etc. ....51 3 9 

30. The table above indicates that 5 proposals were approved 
which did not involve the import of either capital equipment or 
raw materials. 2 of them were merely extensions of the existing 
collaboration agreements and 3 others involved manufacture of new 
items on the machinery already installed and the raw materials 
could be accommodated within the present import bill. Since newly 
established industries especially those involving manufacture of items 
needing foreign collaboration have to depend on imported 
machinery and raw materials, the Government frowns upon any 
restrictive stipulation in the collaboration agreements which has 
an effect of curtailing the export possibilities of finished products. 
As a matter of fact, a positive export undertaking becomes a 
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favourable consideration for a proposal. The table below shows 
that out of the 46 proposals considered, 27 have some stipulation 
regarding exports. 


Stipulation about Exports 




Number of cases 



Recom¬ 

mended 

for 

accept¬ 

ance 

Recom¬ 

mended 

for 

rejec¬ 

tion 

Others 

Total 


I 

2 

3 

4 

1. No restriction on exports . 

2. Exports permitted to all countries except 

3 

•• 

4 

7 

to the country of collaboration 

3. Exports permitted to all countries except 
those where the foreign collaborator 

I 



I 

has similar arrangements 

4. Exports allowed to neighbouring coun- 

2 



2 

tries only. 

5. Exports restriction on the basic pro¬ 
ducts but none on the export of pro- 

I 



I 

cessed goods. 

6. Sale in Asiatic Continent withexclusi- 

I 


I 

2 

vity. 

7. Exports allowed to neighbouring coun¬ 
tries and some other countries speci- 

I 

• • 

• • 

I 

fled ...... 

8. Exports unrestricted but required to 
be handled by the collaborator’s 

I 

• • 

• • 

I 

agents ...... 


• • 

I 

t 

9. “Exports will be encouraged” . 

I 

• • 

2 

3 

10. “Willing to export” 

ti. The party prepared to undertake to earn 
sufficient foreign exchange for raw 

• • 

• • 

2 

2 

materials. 

12. Proposals accepted subject to the con¬ 
dition that party shall export suffi¬ 
cient to import its requirements of raw 

2 

I 


3 

materials and components 

13. The party prepared to give a Bank Gua- 

I 



I 

rantee to export products 

14. No exports possibility because the 


'* 

I 

I 

commodity is in short supply 

•• 

• • 

I 

1 

15. No export possibility or prospects 


• • 

I 

1 

t6. Service Items .... 

17. Terms in regard to exports not available/ 
not indicated/not specifically men- 

• • 

* * 

3 

3 

tioned. 

7 

x 

7 

16 
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31. The type of terminology used would show that -we are keen 
to ,avoid insertion of. any restrictive clauses but there is hardly 
any positive undertaking which could be enforced on the industrial 
unit. Only in 2 cases, the parties undertook to earn sufficient 
foreign exchange through exports to meet their own requirements 
of imported raw materials. How far this type of stipulation can 
be enforced is a matter of doubt, because once installed, it is well- 
nigh impossible to starve the unit completely if its exports do not 
materialise. 

32. One of the factors taken into consideration while approving 
a proposed technical collaboration agreement is the relative im¬ 
portance of the item of manufacture and the manufacturing capa¬ 
city already created in the country. This is indicated by tile pre¬ 
sent import policy for the item in question. In fact, one of the 
details placed before the Foreign Agreements Committee in the 
Summary of each case is the present import policy regarding the 
item in question. The break-up of the 46 proposals from this point 
of view is as follow: — 




Number of cases 



Recom- 

Recom- Others 

Total 


mended 

mended 



for accept- 

for rejec- 



anee 

tion 



I 

2 3 

4 


r. The proposed item of manufacture im¬ 
ported at present .... 

II 


12 

23 

2. The proposed item of manufacture im- 

ported entirely .... 

2 

• • 

•v 

2 

3. The porposed item of manufacture im- 

ported by Actual-Users only 

2 

•• 

2 

4 

4. Imported in the form of raw materials 

only. 

• • 

•• 

I 

I 

5. Imports likely to be curtailed 

I 

• . 


I 

6. Not imported at present but likely to 

to be imported in the near future 

I 

•• 

-• 

r 

7. Not imported. .... 

i 


3 

4 

8. Imports banned ... 

I 

I 

I 

3 

9. Information not available 

2 

I 

4 



42 H.A —24 
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33. It is significant that 23 cases (50 per Cent) refer to those 
items of manufacture which are being imported at present. 7 pro¬ 
posals related to items whose imports are either banned today or 
which were just not being imported today. 2 of these cases were 
approved. The case pertaining to the item whose imports were 
banned referred to the manufacture of air compressors- The ban 
on imports obviously was imposed because of an adequate manu¬ 
facturing capacity available in the country. Whether the present 
manufacture in the country was with or without foreign colla¬ 
boration is not clear from the papers and has not been discussed 
in the Summary of the case. The FAC, however, approved 
the proposed collaboration agreement though the terms involve 
payment of a lumpsum technical fee followed by a recurring royalty 
ior: 10 years. The other case in which the item was not being 
presently imparted referred to pitch-fibre pipes and conduits which 
are not being imported because no use has been found for this Item 
in tips country, and this represents a new development. The above 
analysis would show that the consideration of import substitution 
does play a large role in the approval of collaboration agreements. 


34. Though the foreign equity capital is welcome to meet the 
foreign exchange cost of capital equipment etc., the Government 
does not permit any restrictive clauses in the agreement making it 
obligatory on the Indian partner to buy the equipment or raw 
materials from a specified source. The intention is that the foreign 
exchange should be used in the most competitive market and there 
should be no price rigging. Out of the 46 cases considered by the 
FAC, 10 had such stipulations, but only 3 were recommended for 
approval by the FAC. 


35. The assessment of the proposal made by the DGTD plays a 
dominant role as it should. The DGTD looks at a proposal from the 
point of view of the desirability of creating the industrial capacity 
and considerations like avoidance of concentration of ownership, 
locational dispersal of industries, mounting foreign exchange obli¬ 
gations, protection of the small scale sector etc. are generally left 
for others to take into account. The cases examined by us show 
that the administrative Ministries are completely guided by the 
comments of the DGTD. The following table will be of interest 



361 


in this connection: 



1. Supported by the DGTD/Technical 

Adviser*.16 i 13 30 

2. Supported by DQTD/Tochnical Ad¬ 

visers with some modifications 1 4 3 

3. Recommendation by the DGTP/Tech- 

nical Advisers was still awaited . . .. .. 1 I 

4. Mo reference made to the DGTD/ 

Technical Advisers . • . . » 4 .. 5 9 

5. Mot supported by the DGTD/Toch- 

pical Advisers ..... .. 1 .. 1 

'• • \ 1} 

~ i • - ' ■ “ " ’ * ' 

36. pnly in l esse, the proposal recommended by the DGTD was 
turned down by the FAC on the ground that the item of manufacture 
was of a low priority. 






APPENDIX m 

A CASE STUDY ON THE WORKING OF THE EXPORT CREDIT 
AND GUARANTEE CORPORATION 

Chapter I 
INTRODUCTION 

Background: 

Every developing country needs to earn more and more foreign 
exchange through exports. In order to earn more foreign exchange 
by way of exports new products have to be found for exports, new 
markets have to be found for existing exportable products where one 
has no past experience and in the existing markets new buyers have 
to be found. Moreover, besides quality and price, terms of payment 
offered by India will have to be in line offered by competing countries. 

2. The credit is needed for exports from the time order is received 
till final payment is received in India from foreign buyers which 
involve political and commercial risks of different types at various 
stages of the transaction. Therefore, unless exporters have a back¬ 
ing of some institution which underwrites the .credit risk and 
guarantees the local banks and other financial institutions for ad¬ 
vances granted to them in course of export manufacture and trade, 
it is difficult to get enough credit from banks and financial institutions 
and to offer credit to foreign buyers. Therefore, the export credit 
insurance and guarantee is considered as an important part of export 
promotion drive and a number of countries have formulated such 
organisations. 

3- In India, the whole question was examined in 1956 by a Com¬ 
mittee on the Export Credit Guarantee 1 . On the basis of the recom¬ 
mendations of the Committee, Export Risk Insurance Corporation 
was registered on July 30, 1957 as a wholly Central Government 
owned company under the Indian Companies Act. After some years 
it was felt that the facilities provided by the Export Risk Insurance 
Corporation were not adequate considering the need to expand 
exports and facilities provided to exporters in other countries. There¬ 
fore, on May 31, 1962 the Ministry of Commerce and Industry 
(Department of International Trade) appointed a Study Group on 

(‘) The Committee was appointed by the Government of India vide Resolution 
No. EP/56 dated the 7th January 1956. 
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Export Finance, which recommended the formation of Export Credit 
and Guarantee Corporation with the following functions: 

(a) to administer, the schemes of export risk insurance, at 
present handled by the Export Risk Insurance Corporation; 

(b) to administer schemes of guarantees, which may be ap¬ 
proved from time to time with a view to remedying the 
various gaps in the system of export credit in the country; 

(c) to provide such supplementary credit facilities, as are 
essential for promotion and development of exports; and 

(d) to perform such other functions, as Government may 
assign to it from time to time in regard to export credit 
and guarantees. 

4. Thus, Export Credit and Guarantee Corporation though formed 
in January 1964 is in a way more than 9 years old institution be¬ 
cause it has taken over the work of Export Risk Insurance Corpo¬ 
ration. 

Objectives of the Study: 

5. The objective of this report is to study the working and func¬ 
tioning of the Export Credit and Guarantee Corporation and suggest 
methods for improvement, particularly the following: 

(i) To review the functions and working of the Corporation 

in particular to examine how far the objectives for which 
the Corporation was set up have been achieved. 

(ii) To study the procedures of the Corporation with regard 
to various functions with the help of case studies from 
the files of the Corporation and suggest ways to simplify 
procedures with a view to provide speedy and efficient 
service to exporters. 

(iii) To study the investment policy of the Corporation. 

(iv) To study the present organisation of the Corporation and 
suggest methods to improve its organisation with a view 
that it may be more useful in promoting exports. 

Acknowledgements: 

fe. In older to carry out the study with the above stated objectives 
a visit was planned to the Corporation’s head-office in Bombay, 
where files were consulted and detailed disrussions were held with 
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officers ^ the Corporation- The Me^»g»ftg Doctor,. Secretary sotI 
all other . oi$£$g$ of the Corporation were quite co-operative both in 
providing facilities for consulting files and devoting their time for 
frank dteeu4feidfe''oii variouS issues of procedure and policy. Thanks 
*YV- t <dlie 40 aB' of tiskirt. Without their' co-operation and assistance 
it would not have been possible to complete the report, and that too 
hi a short period of two months. 



Calm* 2.t 

FUNCTIONS OF THE CORPOHATION 
Functions as ^ Memorandum of Association: 

7. The Export Credit and Guarantee Corporation (ECGC) w as 
established with k view to ‘‘encourage, facilitate and develop trade 
between India and other countries”. In order to achieve this main 
objective, the Corporation was to carry out certain functions «a laid 
down in the Memorandum of Association, namely; 

(i) to provide insurance to exporters against any risk of Ibss 

by reason of their failure to recover any amount payable 
in respect of transactions involving export, manufacture, 
treatment, or distribution of goods, the rendering of 
services or any other matter which is conducive: tp the 
objects pf company; 

(ii) to give guarantees to or for the benefit of persons residing 
in or belonging to a foreign country, in connection with 
goods exported or services rendered from India; 

(iii) to give facilities for financing exports; 

(iv) to provide such supplementary finance as may be required 
for promotion and development of exports; 

(v) to give loans against hypothecation of pledge of goods, title 
to property, for the purpose of promoting export trade; 

(vi) to provide financial help for the purchase of Indian goods 
on extended payment terms; 

(vii) to provide guarantees in respect of advances given by 
banks and other financial institutions in connection with 
export of goods; 

(viii) to give guarantees to exporters with a view to assisting 
them in conducting market surveys, publicity and stock¬ 
holding for the development of overseas markets and to 
share expenses on such promotional measures if the ex¬ 
penses are not fully recouped by sales; 

(ix) to undertake such functions as may be entrusted to it by 
the Government from time to time, including grant of 
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credits and guarantees in foreign currency for the purpose 
of facilitating the import of raw materials and semi¬ 
finished goods for manufacture or processing of goods for 
export; and 

(x) tQ act as agent of the Government, or with the sanction 
of the Government on its own account, to give guarantees, 
undertake such responsibilities and discharge such func¬ 
tions as are considered by the Government as necessary 
in national interest. 

Certain Functions not Being Performed: 

8. Thus, the functions of the Corporation was not to provide 
insurance and guarantees alone to exporters and financial institu¬ 
tions, but also to provide supplementary finance and grant loans to 
promote exports whenever necessary. But so far, the Corporation 
has not provided any finance for export promotion. 

9. In some countries there is a practice that when the risk is 
excessive to the Corporation in providing insurance or guarantee to 
cover particular countries or buyers due to political and/or commer¬ 
cial conditions, the Corporation acts as an agent of the Government 
which underwrites the risk to the Corporation. In such cases when 
the proposal comes to the Corporation and if it finds the proposal 
too risky considering its means and resources, it refers the case to 
the Government for underwriting. In some other cases, Government 
directs the Corporation to cover risk to certain countries or parties 
and then underwrites the loss to the Corporation. In India, need of 
such coverage has been felt at few occasions for export to certain 
countries due to political instability but in the absence of prepared¬ 
ness of the Government to underwrite such business, the Corpo¬ 
ration could not provide full cover. The cautiousness of the Cor¬ 
poration may be justified, considering its small capital and reserves, 
and limited experience, but in such cases Government should come 
forward for which already there is a provision in the Articles of 
Association of the Corporation. 

Functions Being Performed: 

10. At present ECGC is broadly having three types of policies 
and guarantees. 

(a) Policies insured in favour of Indian exporters covering 
political and/or commercial risks -involved in foreign sales. 

(b) Guarantees in favour of banks covering advances to Indian 
exporters for manufacture of goods against foreign orders. 
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(c) Special policies 

The facilities provided by the ECGC may be summarised by the chart 
given on the next page. It will be observed from the chart that 
"the Corporation covers between 50 to 85 per cent of loss to exporters/ 
hankers in cases of different events. It appears that in certain cases 
the Corporation is overcautious. It should examine the possibility 
•of covering higher percentage of loss after considering its past ex¬ 
perience of claims, loss covered in other countries and needs of ex¬ 
porters and bankers- 

11. All the policies in favour of exporters are in force since the 
Export Risk Insurance Corporation was formulated in 1957. Pack¬ 
ing Credit Guarantee was introduced in November, 1960 and other 
two schemes of guarantees were introduced in August, 1904. Thus, 
in case of certain schemes enough time has not lapsed to judge 
their success or otherwise. 



Facilities in favour of Guarantees in Special 

exporters covering over- favour of banks 

seas buyers. covering ad van- 
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_ I | Comprehensive Risks Political Comprehensive Risks Political risks 

Comprehensive Risks (Political Political (Political 85% and risk 85% (Political 85% and 85% 

85% and commercial 80%) Risks 85% commercial 80%) commercial 80%) 
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12. In pyqgpt®* ofc >BCCKJiifc«4 been 1 w*lft(ed»W*Wie 

overall exports from India. It will be observed from it that ‘Export 
Finance Guarantee’ business Is almost nil. Post-shipment guarantee 
business is also small at Rs J 88 fakhs or O'Otflper cettt of exports 
in 1965. The maximum business has been done in case of policies 
covering risks against foreign buyers. The maximum liability of 
the Corporation and risk value covered has increased at a faster rate 
than the growth in Indian exports. Thus, the risk value covered 
as percentage of exports has increased from 1 per cent in 1960 to 
6 9 per cent in 1965. However, considering the scope to expand 
business, the progress cannot be considered outstanding and further 
efforts are needed to expand business- 

13. Considering the present arrangement of sales through letters 
of credit and sales to associates it is not possible to make accurate 
estimates of potential business for the Corporation. However, it is 
estimated that nearly one-fourth to one-fifth of exports are without 
letters of credit and to firms other than associates. On the basis of 
exports of Rs. 801 .crores in 1966, this amounts to a figure between 
160 crores to Rs. 200 crores, out of this potential Rs. 55 crores was 
covered by ECGC policies. It is often presumed that in case of 
sales through letter of credit and/to associates there is no risk an£ 
so no scope for business to the Corporation- However, even in such 
sales there is a risk arising on a political cause. 

14. In order to get the business in these two fields first there 
is a necessity for cleai; understanding by the Corporation about the 
element of risk and then to evolve a suitable scheme and impress 
on exporters the need to take these policies^. 

l 

15. Tfte Packing Credit Guarantee offered to bankers has pro* 
gressed considerably since 1964 but considering the scope to expand 
business the success has been very limited- 

16. It appears from the discussion with various officers that the 
Corporation at present does not have adequate machinery either to 
analyse the reasons for slow progress in particular fields or to assess 
the need and desirability of new schemes. In order to get maximum 
business the Research Section or the Business Development Section 
should continuously review the terms and conditions of various 
schemes in India as well as abroad and evolve new schemes as and 
when circumstances so necessitate. 
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' inance Availed of Against ECGC Policies and Guarantees 

17. It is gratifying to note that increased amount of bank finances 
liave been made available to exporters through ECGC Packing Credit 
Guarantee. The amount of such advances has increased from a 
meagre figure of Rs. 1 lakh in 1960 to Rs. 30-93 crores in 1965 
However, finances made available through the assignment of policies 
are not encouraging. While the total advances by banks against 
assignment of policies have increased from Rs. 2’37 crores in 1960 
to Rs. 5 71 crores in 1965 their ratio to total value cf policies issued 
has declined from 34 per cent in 1960 to 8 per cent in 1966 (Table 2 
in the end of the case study report). It is partly due to the terms 
and conditions of policies which cover lower loss 1 than similar 
policies in other countries and partly to delay in claim payment 
which results in loss of interest to the exporter 2 . All these factors 
appear to have made the banks reluctant to grant increased credit 
against assignment of policies. Nevertheless, the Corporation should 
investigate in greater detail the reasons for the unpopularity of its 
policy with banks and should take such remedial measures as 
possible 3 . 

18. Because the Corporation could not get much business, bank 
advances against post-shipment guarantees are meagre and export- 
finance guarantees nil. 

Revolving Foreign Exchange Credits for Exporters 

19. Under the Memorandum of Association, the Corporation was 
•empowered “to undertake such functions as may be entrusted to it 
by Government from time to time, including grant of credits and 
guarantees in foreign currency for the purpose of facilitating the 
import of raw materials and semi-finished goods for manufacture or 
processing of goods for export”. Under this provision, a scheme of 
Revolving Foreign Exchange Credit was evolved by the Government 
towards the end of 1964. Line of credit was to be arranged by banks 
in India from their correspondents abroad or foreign banks and then 
.advanced to exporters. ECGC was to work only as a co-ordinating 
agency. It appears that this scheme was not evolved in a business¬ 
like manner and a number of agencies namely the Reserve Bank of 

‘8o % for commercial risk and 85 per cent of political risk against upto 85 per cent and 

95 per cent respectively in some other countries. 

*See Chapter 9. 

’Some reasons for unpopularity have been given in Chapter 5. 




India, the Chief Controller of Imports and Exports and the DGTT> 
were to be consulted besides the ECGC and the lending bank. The 
procedure was so complicated that the scheme could not become 
popular. 

20 It would have been much simpler if the ECGC arranged credit 
directly from foreign banks and out of these funds granted credit 
again directly to exporters. Unfortunately, so far the Corporation 
seems to have shrugged its responsibility to provide direct credit to 
exporters which was one of its functions. 

21 In the immediate future there may not be any need for short¬ 
term credit in foreign currency because of liberalised imports after 
devaluation. However, when such need arises in future, procedure 
of the scheme should be simple and ECGC should undertake the 
whole responsibility for arranging credit and granting credit instead 
of involving a number of institutions which only causes procedural 
delav 
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GROWTH OF POLICY-BUSINESS 

22. In the preceding Chapter types of policies issued by the Cor¬ 
poration have been described. In this Chapter their growth will be 
reviewed. 

MAIN FEATURES OF POLICIES: 

23. The main features of various policies are as under: 

Standard Policy: 

24. The Corporation has a standard policy to cover the entire export 
business of an exporter. Under its policies intended to protect 
exporters against overseas credit risks, ECGC pays the exporter ilO 
per cent of his loss on account of ‘commercial’ risks and 85 per cent 
of the loss in the case of ‘political’ risks. 

The following commercial risks are covered: 

(i) the insolvency of the buyer, 

(ii) the buyer’s protracted default to pay (within 6 months of 
the date) for goods accepted by him. 

(iii) the buyer’s failure to accept the goods, when such non- 
acceptance is not due to the exporter’s actions. 

The following political risks are covered: 

(i) Restrictions on remittances in the buyer’s country or any 
Government action which may block or delay payment in 
rupees to the exporter. 

(ii) War, revolution or civil disturbances in the buyer’s country. 

(iii) New import licensing restrictons or cancellation of a valid 
import licence in the buyer’s country. 

(iv) Cancellation of export licence or imposition of new export 
licensing restrictions in India. 

(v) Additional handling, transport or insurance charges due to 
interruption or diversion of voyage which cannot be re¬ 
covered by commercial insurers, and is beyond the control 
of the exporter or the buyer. 
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authority; default of an exporter or his agent and fluctuatior 
exchange ratesi 
Cpntracts/SWpment Policies: 

26. An exporter may either take a comprehensive risks p 
covering the whole business or specific policy for a particular t 
action covering either both political and commercial risks or pol 
risks alone. 

27. While in case of shipment policy the risk is covered fron 
time of shipment, in case of contract policy it is covered ffeon 
date of contract. 

28. In all cases risks is covered after the credit limit is appi 
by the Corporation on foreign buyers. The exporter is requin 
send monthly statement of actual shipments and defaults if 
Even after the claim has been paid to the policy-holder it is the 
of the policy-holder to recover the debts and share the recove 
the same proportion as the risk was covered. 

Volume of Business: 

29. The policy-business of the Corporation has continuously g 
since its inception as would be clear from the following staten 

Growth of Policy Business 


Number of Much: 

Year Policies issued lisbil 

(Rs. Cr 


1!>5T*58 (Oct-Sept.) 



. 

. 

145 

1958-59 (Oct. Dec.) 



• 

. 

302 

i960 .... 

. 

. 

• 

• 

321 

1961 

• 

• 

• 

a 

400 

1962. .... 

• • 

. 

• 


502 

1963 .... 

• • 

• 

• 


577 

1964 .... 





899 

1963 .... 





11,62 

1966 (upto Sept.) 



• 
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It has increased the volume of work from 12 policies per mor 
1957-58 to 97 policies per month, in 1965. In the first six monl 
1966, volume of work was at the rate of 83 policies per montl 
future the volume Is expected to increase further. In ord< 
reduce the volume of work, the Corporation has introduced 1 
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year policies. Premium rates for three-year policies aTe lower by 
5 per cent than on one year policy. As would be observed from 
Table 3 in the end of the case study report, three-year policies have 
become quite popular in case of shipment of comprehensive risk 
policy which account for the bulk of the Corporation’s business. 

30. In 1965, out of a total of 1,162 policies, 1,110 or 95'6 per cent 
policies were for shipment comprehensive risk. Out of 1,110 ship¬ 
ment comprehensive policies 284 or 25 ■ 5 per cent policies 
were three-year policies. In case of other types of policies 
also, where they are issued for a fixed period, three-year 
policies appear quite popular. In order to reduce the volume of work 
of the New Business Section which issues the policies, a greater effort 
should be made to popularise three-year policies by propaganda and 
a higher concession in rates. The Corporation should also consider 
the issue of policies for a longer period. Issue of three-year policies 
will reduce the cost of issue to one-third on paper, postage and 
officers’ time, making it possible to issue policies more speedily than 
in the past. They will also ensure continuity of business. Long- 
period policies can become more popular if the policy-holders are 
given option to withdraw the policies without loss to them after a 
lapse of one year or so if the circumstances so justify. At present 
if policy-holder wants to withdraw he loses the minimum premium 
money deposited at the time of issue of policy. 

Country-wise Business: 

31. Post-shipment-policy-business of the Corporation has increased 
considerably. But the growth of certain countries and regions is 
much lower than the general growth. In Table 4 in the end of the 
case study report, risk-value covered has been related with exports 
to various regions in 1960 and 1965. 

32. Out of the total exports of Rs. 801 crores in 1965> Rs. 19T5 
crores worth of exports were to such countries where the Corpora¬ 
tion is not prepared to cover risk and therefore there was no business 
in regard to these exports. 

33. In case of 18 countries, the Corporation does not cover risk 
under normal policy but on specific request and that too with cau¬ 
tion. There were certain countries at the end of 1962 where the 
Corporation was covering only political risk but not commercial 
risk. Tn case of other countries (which were divided into seven 
groups initially and now five groups) 1 , the Corporation covered all 

The grouping of countries into A to G is confidential and cannot be disclosed. 
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risks both in 1960 and 1965. These countries accounted for 92 per 
cent of total exports in 1960 and 95 per cent in 1965. Therefore, non- 
coverage of risk or partial coverage of risk was relevant only for a 
small percentage of exports and if at all, was only the minor cause of 
slow growth of Corporation’s business. 

34. As percentage of total value of exports, the risk coverage by 
Ihe Corporation has more than doubled from 1 11 per cent in 1960 
lo 2/85 per cent in 1965. However, in comparison to coverage in 
other countries which goes upto 28 per cent as given below, the 
progress in India is very poor. 

Shipment covered by Credit Insurance in Selected Countries as per cent of their Exports in 1965 


Shipment 

Country covered % 

to exports 


U.K. 











28-1 

Israel 


. 

. 





• 



96 

Netherlands 



« 








6-8 

Norway 


. 

* 





• 



6*0 

Belgium 


• 






• 



3-4 

Sweden . 











3 -o 

■fiit'a 



• 





• 



2-8 

Canada 



, 





• 



1-7 

Finland 


• 

• 








1-3 


35. The coverage of exports by the ECGC is quite high in regard 
to certain regions and countries. As would be observed from Table 
4 in the end of the case study report, the highest coverage was in 
Group D countries (19 per cent of exports) followed by Group E 
countries (12 per cent). Most of the countries in these two groups 
are developing nations of Africa, Asia and America where Indian 
exports are expanding. Probably exporters find the risks in these 
countries higher and therefore take the ECGC Policy. 

36. Group C countries which also included large number of Asian 
countries was third in importance. The coverage is very low in 
Group A and B Group countries which include most of the developed 
countries with which India has a long tradition of exports and major 
percentage of exports are of traditional products. Apparently ex¬ 
porters feel more secure in these countries both with regard to 
political and commercial risks. 

42 H-A — 25 













37. Exports covered by ECGC Policy are also low in Groups F and 
G countries at 1 per cent and 2 per cent respectively. The Groups F 
and G consist mostly of developing countries and therefore reasons 
tor low coverage are not clear. 

38. The countrywise coverage within a Group differs widely from 
nil to 100 per cent. Though the overall coverage is low in Group 
A and Group B countries, in some countries coverage has improved 
considerably between 19'60-1965. In Group D and Group E countries 
while coverage is quite high in some countries it is low in others. 
There are various reasons for different percentages of exports 
covered by ECGC policies in different countries such as nature of 
commodities exported, terms of payment, trade links and political 
conditions etc. The Corporation should examine regularly in detail 
the reasons for low business with individual countries in consulta¬ 
tion with exporters, bankers and their field-staff. This will help in 
finding out the reasons for low business in regard to exports to 
certain countries and will help to develop business. 



Chapter 4 

ISSUE OF POLICIES 

Introduction: 

39. The first stage of the credit insurance business is to receive 
proposals for insurance and issue policies to exporters. The work 
of issuing policy is under the overall charge of an Executive Officer 
of the New Business and Guarantee Section, who is assisted by one 
assistant, 2 upper division clerks, seven lower division clerks and 
one stenographer. 

Procedure for Issue of New Policies: 

40. The procedure for issue of new policies in brief is as under. 
The exporter fills in the printed Proposal Form of the Corporation 
(which is separate for each type of policy) and submits it either to 
the Head Office at Bombay or to local offices at Calcutta, Madras 
-,and Delhi or to authorised brokers. 

41. In case the proposal is received at the Head Office of the Cor- 
-poration, the proposal is put before the Executive Officer in-charge 
-of the New Business and Guarantee Section. He indicates on the 
proposal, the way in which it should be dealt with. Then it goes to 
the Executive Assistant who after looking at the remarks of the Exe¬ 
cutive Officer passes it on to a lower division clerk for diarising. 

42. At the next stage, proposal is passed on to the upper division 
'clerk in case of fresh policies. He attaches the prescribed Note Form. 
He first analyses the proposal giving details on the Note Form about 
commodities, countries, turn-over of business, etc. All this is just 
‘Copying the information from the Proposal Form in an office note 
>and thus appears an unremunerative exercise. The Proposal Form 
.'gives all this information in clear-cut manner and an officer can look 
at it just in equal time from the Proposal Form as from the Note 
Form. The Note Form will serve its purpose if it contains only addi¬ 
tional information and recommendation otherwise there is wastage 
pi time. 

43. In the second part of the Note Form, the UDC makes an assess¬ 
ment of the exporter. For this purpose he checks whether, the ex¬ 
porter is included in the caution list of the Reserve Bank of India; 
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whether the exporter is a member of any Export Promotion Council 
or Commodity Board, etc., and whether the bank report on the ex¬ 
porter has been received. In case bank report has not been received. 
Stock Exchange Year Books are consulted and also a letter is written 
to the bank for confidential report about the exporter. 

44. Once the above information is completed, conclusion is 
arrived at and the UDC recommends the maximum liability which 
may be accepted by the Corporation for the proposal. The UDC 
passes the file with this note to the next higher officer in the ladder. 
The file passes through a number of officers depending upon the 
limit of liability. The powers of various officers for acceptance of 
maximum liability are as under: 

Maximum Liability which may be Accepted 
TJ.D.C. (Nil) 

Executive Assistant (Rs. 3 lakhs) 

Executive Officer 

Rs. 10 lakhs (in cases where no exclusion is requested). All 
cases where maximum liability over Rs. 5 lakhs has been accepted: 
should be reported to the Assistant Secretary. 

Assistant Secretary 

Rs. 10 lakhs (in cases where no exclusion is requested). All casea 
where maximum liability over Rs. 5 lakhs has been accepted should 
be reported to the Assistant Secretary. 

Secrelary 
(Rs. 30 l&khs) 

All cases where maximum liability over Rs. 15 lakhs has been ac¬ 
cepted should be reported to the Officer on Special Duty. 

Officer on Spec'al Duty 
(Rs. 40 lakhs) 


All cases where maximum liability over Rs. 20 lakhs has been accept¬ 
ed should be reported to the Managing Director. 

Business Committee or Board 
Above Rs. 50 lakhs 
(No Maximum) 

The Madras Office has also the power to accept proposals upto Rs. & 
lakhs. Other local offices have no power to accept proposals and 
all proposals have to be forwarded to the head office; 
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45. After the proposal has been approved, Acceptance Letter is 
issued to the exporter indicating the maximum' liability and" thi 
minimum premium the exporter should pay. Acceptance Letter also 
indicates the schedule of premium and conditions of the policy. The 
Executive Officer has the power to issue all Acceptance Letters irres¬ 
pective of the value of the policy. 


46. Once the proposal has been approved by the appropriate 
authority, the proposer has to confirm it on the prescribed form sent 
along with the Acceptance Letter. 

47. After the confirmation letter is received from the exporter, 
-the policy is prepared by UDC and checked by the Executive Assis¬ 
tant. The power of various officers in the matter of signing policies 
is the same as in approving proposals. The Madras Office while it 
has power to accept the proposals cannot issue policies, all confirma- 
"tion letters have to be forwarded to Bombay for issue of policy. 
Once the policy is ready it is posted to the policy-holder along with 
a prescribed covering letter. 

.Renewal of Existing Policies: 

48. In case of old policies for renewal, a letter is issued to the 
^policy-holder sometime before the expiry date on the initiative of 
UDC emphasising the need to renew the policy. The policy-holder 
is also reminded of the Shipment Declaration not filed by him.' If 
still he does not submit the proposal, he is sent reminders. 

49. Once the proposal is received for renewal it is dealt with in 
the same manner as the fresh policy except with the difference that 
past experience with the Corporation is also analysed. The Renewal 
Proposal Form is much simpler than the fresh policy form UDC 
puts up the Office Note on a prescribed Form. The first eight columns 
of the Office Note are just copying the information already given in 
the Proposal Form. UDC checks from Declaration Section whether 
all the declarations have been received. If declarations have not been 
■received, policy-holder is asked to submit them and after that the 
proposal is put up for sanctioning. The powers of various officers 
for renewal are same as for new policy. But in case of renewal 
policy is issued outright without issue of Acceptance Letter and with - 
•out waiting for confirmation from the exporter. 



380 


Forfeiture of Premium: 

50. If the policy-holder does not submit Declaration Form re¬ 
gularly, the minimum premium paid is forfeited. The Declaration- 
Section informs the new Business Section which issues the letter, of 
forfeiture. The minimum premium is also forfeited and policy is 
cancelled if premium is not paid on declared shipments. These letters 
are also issued by the New Business Section. 

Progress of Proposals Received: 

51. In Table 5 in the end of the case study report details are 
.given about the disposal of proposals for issue of policies. It will 
be observed from the Table that proposals awaiting the issue of 
Acceptance Letters at the end of each year have been exceptionally 
low except at the end of 1961 and September 1966 when large num¬ 
ber of proposals were pending for disposal. It suggests that dis¬ 
posal of proposals is generally quite fast. 

52. The number of proposals dropped after issue of Acceptance 
Letter have no trend. In the year 1961, 1962 and 1965 proposals 
“dropped” were quite large while in other years proposals “dropped* 
were few. In cases where proposals do not pursue the matter after 
receiving the Letter of Acceptance, the matter should be pursued 
through brokers or otherwise. 

53. Though the disposal of proposals appears quite fast, there is 
delay in issuing policies. The number of Acceptance Letters await¬ 
ing issue of policy is increasing year by year from 24 in 1961 to 85 

in 1964. There had been some decline in 1965 but again in 1966 
proposals awaiting issue of policy had increased. As the risk cannot 
be covered and the exporter cannot do any business till policy is 
issued, the Corporation should see that there is no delay in the issue 
of policies after confirmation letter has been received from the ex¬ 
porter. 

Case Studies: 

54. In order to have an insight into the actual working of issuance 
of policies, 26 cases were selected 20 cases of shipment policy (10 
new policies and 10 old policies); two cases of contract policies and 
4 cases of specific policies. The cases were so selected that all types 
and sizes of policies from all areas were covered. The findings of 
the Case Studies are as under: 

(i) Though the bank report is expected to be received before 
issue of Acceptance Letter, there have been a few cases 



where Acceptance Letter has been issued before bank report 
is received. In a sample of 26 cases studied, this has hap¬ 
pened in 4 cases. 

(ii) In most of the cases the final decision was the same as pro¬ 
posed by UDC. The chain of officials who go through the 
proposal appears rather long particularly when contribu¬ 
tion at various levels is not significant in majority of 
cases. 

(iii) The time taken from the time of receipt of proposal to issue 
of acceptance letter varied between same day to 13 days. 
However, in majority of cases the letter of acceptance was 
ready within a week. Only in two cases time taken was 
more than a week. 

(iv) Though the Acceptance Letters have generally been issued 
quickly; in a few cases, considerable time has been taken 
between the time letter was ready, signed and despatched 
to the exporter. There have been cases where upto 7 days 
have been taken between the date the letter was ready for 
signatures and despatched. 

(v) The time taken between the despatch of Acceptance Letters 
and receipt of confirmation from the proposer has varied 
widely between the same day to 79 days for which the 
Corporation cannot be held responsible. However, it sug¬ 
gests that in some cases exporters do not know or think 
that the policy of ECGC is an urgent necessity. 

(vi) In case of fresh policy the time taken from the date of 
receipt of confirmation letter to despatch of policy has been 
long in some cases. In about one fourth of cases studied 
policy has been issued within five days. In another one- 
third of total cases studied period taken was two weeks or 
less. In one-fifth of cases time taken was three weeks or 
less. But in the rest one-fifth cases upto 3 months have 
lapsed before policy was issued after the receipt of confir¬ 
mation from the exporter. 

(vii) The time taken for issue of policy is more when Acceptance 
Letter is issued by the Branch Office. In such cases con¬ 
firmation is received by the Branch and then despatched 
to the head office in Bombay. 

(viii) In cases where policy has to be signed by number of offi¬ 
cers time taken between the policy is ready and finally 
signed has been upto 10 days. 
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(ix) In some cases up to 10 days have been taken between the 
time policy was ready and despatched. 

(x) The overall time taken in issuing of fresh policy from the 
time of receipt of proposal till the despatch of policy has 
varied between 7 days to 89 days. In 44 per cent df cases 
studied time taken was more than one month. 

(sd) In cases of renewal proposals generally the disposal of 
cases is quite fast. Time taken between the receipt of 
renewal proposal and issue of policy varied between 6 to 
89 days. Most of the cases have been disposed of in a 
period of less than two weeks; wherever there has been 
delay it was due to the fact that policy-holder had not filed 
Declarations. 

(xii) None of the cases studied were rejected. However there 
are cases where policy has been forfeited because the 
policy-holder has not regularly submitted the Declaration 
or has not paid the premium. 

(xiii) Stray eases have come to notice where policy-holders 
were not satisfied with the service and therefore wanted 
to withdraw the policy. But it appears that adequate 
attention has not been paid to find out reasons for dis¬ 
satisfaction and to take remedial measures. 

Suggestions for Improvements: 

(i) In case of fresh policies, Proposal Forms should be simplified 
and only such details should be asked as are used for processing the 
proposal. Instead of asking the proposer the details of past ship¬ 
ments and anticipated shipments, it should be enough if he is requir¬ 
ed to give the value for which he needs the policy. This will con¬ 
siderably reduce the work of exporter in completing the Proposal 
Form without any disadvantage to the Corporation. 

(ii) The bank report on the party should not be insisted upon 
before approving the proposal because the Corporation covers the 
risk against the default of foreign buyers but not the exporter. There¬ 
fore, the analysis of financial position of the exporter is of little con¬ 
sequence. 

(iii) It is enough if it is checked whether the exporter is in the 
Reserve Bank of India Caution List. Checking from the list of 
registered exporters of Export Promotion Councils or Commodity 
Boards hardly serves any purpose. 
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(iv) Office Note should contain only the findings and recommenda¬ 
tions of the U.D.C.; there should be no duplication of the Proposal 
Form which is always attached to the file. 

(v) Between the U.D.C. and the final applying authority, who has 
the power to sanction the limit, there should be only one interme¬ 
diary officer to check the Note instead of passing the proposal through 
the whole ladder, when contribution at various stages is insignificant 
In most of the cases. 

(vi) The schedule of premium rates should be sent along with the 
Proposal Form particularly in comprehensive shipment policy and 
the system of issuing Acceptance Letter and waiting for confirma¬ 
tion from the party should be done away with except in those cases 
where additional premium has to be charged for exclusion of some 
countries or for some other reasons if there are no legal complexities. 
This will considerably reduce the work and cost of issue of policy 
and very much expedite the disposal of cases. 

(vii) Once the proposal has been approved by the proper authority 
according to his powers, Executive Officer and/or Assistant Secretary 
should be authorised to sign all policies irrespective of the value of 
the policy. In cases of policies above Rs. 10 lakhs signatures of both 
of them can be made necessary. 

(viii) All Branches should be authorised to accept proposals with¬ 
in a specified limit. When a branch has been authorised to accept 
proposals it should also be authorised to issue policies because the 
latter is only a formality. 



Chapter 5 

ISSUE OF GUARANTEES 
Salient Features of Guarantees: 

55. The main features of three types of guarantees issued are a* 
under:— • 

(i) Packing Credit Guarantee. —Any loan given by a bank 

to an exporter for the manufacture, processing, purchas 
ing or packing of goods for export against a firm export 
order qualifies for the packing credit guarantee. 

The Corporation covers 66-2/3 per cent of the risk of loss to 
the bank. The premium rate charged is !• 5 paise per 
Rs. 100 per month or part thereof. 

(ii) Post-shipment credit Guarantees. —Post-shipment finance, 
given to an exporter by a bank through purchase, nego¬ 
tiation on discount of an export bill against an order, 
qualifies for this guarantee. This guarantee is given only 
when an exporter has taken the ECGC policy to cover 
the risk against foreign buyer. 

The premium rate for this guarantee is 5 paise per Rs. 100 per 
month. ECGC covers 66-2/3 per cent of the loss. This 
guarantee helps an exporter to get post-shipment finance. 

(iii) Export Finance Guarantee. —This guarantee seeks to find 
for the exporter, post-shipment finance in those cases 
where f.o.b. price is lower than domestic price. This 
guarantee enables the bank to offer on a selective basis 
discounting facilities to exporters upto 125 per cent of the 
invoice value. ECGC guarantee is limited to cover 75 
per cent of the loss of the 25 per cent of invoice value 
export bills. To start with this guarantee is limited to 
commodities covered under Export Promotion Schemes. 

56. The Premium rate is 10 paise per Rs. 100 for the first and 
the second month and 8 paise for each subsequent month. 

57. Under these guarantees, the ECGC approves a limit for a 
bank upto which advances can be given to an exporter. ECGC 
in fixing such limits does not carry investigations itself. It is guided 
by the assessment of the lending bank. All that the bank has to do 
is to send once a month a statement of credits granted, recovered and 
outstanding under the guarantees. 
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58. When an exporter goes insolvent, the claim under these 
guarantees is settled 30 days after the insured debt is admitted to 
rank against the insolvent’s estate or four months from the due date 
whichever is earlier. When an exporter becomes a defaulter the 
claim is settled four months from due date. 

Procedure for Issue of Guarantees: 

59. The proposal for guarantee has to initiate from-banks. It can 
be whole turn-over policy covering all exporters whom the bank 
will provide export finance in a particular period or it may be in 
regard to an individual exporter. In the Proposal Form the Corpora¬ 
tion asks from the bank details about the exporter. 

60. Once the proposal is received in the office and preliminary 
diarising etc. is completed, an Office Note Form is attached to the 
Proposal. All the columns in this note upto 7(a) and 8 are just 
copying from the Proposal Form. The real contribution of the 
processing clerk is, in respect of columns 9 and 10 where he finds 
out total packing credit approved to the exporter in question by the 
ECGC through other banks and defaults if any. 

61. The bank assessment of the exporter is taken as final and 
the proposal is put forward to the Executive Officer. If it is within his 
own power he sanctions it, otherwise, after his remarks and/or sig¬ 
nature he passes it to the next higher officer and thus it goes on till 
it reaches the officer who has the power to approve that guarantee. 

62. The power of various officers to approve proposals of various 
types of guarantees are as under: 

Guarantee Power* 


Executive Officer 

(а) Packing and Post-shipment Credit .Rs. 50,00a 

(б) Export Finance Guarantee. Nil. 

Assistant Secretary 

(a) Packing and Post-shipment Credit.Rs. 2.5 lakhs 

(b) Bxport Finance Guarantee.Rs. 25,000 

Secretary 

(a) Packing and Post-shipment Credit.Rs. 3 lakhs 

(b) Bxport Finance Guarantee.Rs. 50,000 

Officer on Special Duty 

(a) Packing and Post-shipment Credit .Rs. 5 lakhs 

(W Bxport Finance Guarantee.Rs. 75,000 


Managing Director 

’a) Packing and Post-shipment Credit . Rs. ro lakhs- 

lb) Bxport Finance Guarantee.Rs. 1 lakh. 

Business Committee Board 
No limit 
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Growth of Business 

63. ,The progress with regard to guarantee business is given in 
'Table 6 in the end of the case study report. It will be observed 
from the Table that number of applications received for Packing 
Credit Guarantee has continuously increased from 27 in 1961 to 
265 in 1965. There was not a single case pending for disposal at 
the end of any year. There were also no cases where applications 
were rejected. However, in all years except in 1966, amount sanc¬ 
tioned was lower than amount applied for. The cases where the 
ECGC issued Acceptance Letter but the banks did not pursue the 
.matter were few; never more than four. 

64. In case of post-shipment credit guarantee the position is 
-different; in 1966 there has been sudden heavy drop in the business. 
So far only two years have lapsed since this scheme was introduced 
and therefore it is not possible to say definitely about its success or 
otherwise. 

65. The scheme of Export Finance Guarantee has been a failure 
as only two guarantees for total value of Rs. 2*50 lakhs are in force. 

66. Thus, it appears that except the Packing Credit Guarantee 
other two schemes have not functioned satisfactorily. Even in case 
of Packing Credit Guarantee bulk of the business has come from a 
few banks. In 1965 out of a total business of Rs. 9 crores, Rs. 4.79 
crores or more than half was given by four banks, namely, Bank 
of Baroda, Bank of India, Central Bank and Union Bank. Business 
given by the State Bank, some of the other big size banks and 
certain foreign exchange banks was very low considering their size. 
In all 22 banks and Handicrafts and Handlooms Export Corporation 
took the facility under ECGC Packing Credit Guarantee. The ECGC 
should try to analyse the reasons for the low or nil business given 
by number of banks. The Research Section should continuously 
review the position and analyse the reasons for the low business. 

67. The schemes of Post-shipment Guarantee and Export Finance 
Guarantee have not porched ahead. One reason may be lower 
coverage (2/3rd of loss in case of Pre-shipment and Post-shipment 
Guarantees and 75 per cent in Export Finance Guarantee) and/or 
the reluctance of banks to provide such finances to exporters even 
when they can cover their losses with ECGC. The ECGC should 
have some machinery preferably in Research Section or Business 
Development Section which should solicit opinion of guarantee 
.holders and others about a particular scheme at periodical intervals 
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and then suggest changes to higher authorities for modification oft 
existing schemes and/or introducing new schemes. 

Case Studies 

68. In order to assess the working of guarantee issue business, 
18 cases of guarantees issued in 1965 were examined, covering 12: 
Oases of Packing Credit Guarantee, 5 of Post-shipment Credit 
Guarantee and one of Export Finance Guarantee, covering about 6 
per cent of total cases of the year. In selecting the cases it was kept 
in view that number of banks are covered. The findings of the case 
study are as under: 

(i) The time taken between the receipt of proposal and put¬ 
ting up the Office Note in case of Packing Credit Guarantee 
has not exceeded four days. In majority of cases, Note was 
put up within two days. 

(ii) There has not been any delay between the putting up 
of Office Note and Final Order. In most cases order wak 
passed the same day and it never exceeded three days in 
cases examined. 

(ifi) In case of Packing Credit the time taken between the 
date of office order and issue of policy has not exceeded 
two days except in one case where it took two weeks. The 
overall time taken from the time of receipt of proposal 
till the issue of guarantee in all the cases except two has 
not been more than 5 days; in one case it took 9 days and 
in another case 22 dSays. Thus, the disposal of guarantee 
applications appears to be quite business-like. 

(iv) In case of Post-shipment Guarantees usually the time 
taken is longer. It varied between 4 to 34 days in cases 
studied. This has happened because at first correspond¬ 
ence had to be carried out with the bank or ECGC branch 
offices. 

(v) The one case of export finance guarantee out of two 
guarantees issued had to go to the Business Committee, 
still it has taken only 10 days from the time of the receipt 
of proposal and issue of guarantee. 

Suggestions for Improvement: 

(i) The disposal of applications for guarantee is quite fast; it 
may become still faster if powers at various levels are increased. In 
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the past there has not been a single case of rejection and therefore 
it will not go against the interest of the Corporation if powers at 
various levels are enhanced. 

(ii) As there is no Officer on Special Duty at present his powers 

should be delegated to the Secretary or other offiecrs. 

(iii) The main drawback at present is that there is no adequate 
-machinery to look for the causes of low guarantee business. A suit* 
.able machinery should be constituted for this purpose. 



Cbaptsk 6 

SANCTION OF CREDIT LIMIT 

Hntroduction: 

69. Once an exporter has taken the ECGC Shipment Compre 
hensive Risks Policy, or Contract Comprehensive Risk Policy, the 
policy-holder has to apply to the Corporation for sanctioning of 
credit limit for each foreign buyer to whom he intends to export. 
In cases where the policy-holder intends to export goods within a 
maximum limit of Rs. 4,000 for credit transactions or Rs. 8.000 for 
cash against documents and/or documentary sight draft and/or 
documents against payment transatcions, he need not apply to the 
ECGC for sanctioning of credit limit. However, this concession is 
allowed if certain specified conditions laid down by the ECGC are 
satisfied. 

70. In case of post-shipment policy, the losses to the Corporation 
■ on account of commercial risks and benefit to the policy-holder 
depend very greatly on how the credit limit applications are 
'lisposed of. 

71. The sanctioning of credit limit is a function same as fladng 
the limit in the bank for advances. In order to fulfil tips function 
-efficiently, and speedily, one should know how the credit-worthiness 
has to be assessed. In this work a person who has similar experience 
in the past probably can do much better than a pers 9 » 0 .wh? jhM 
no experience in this work. But at present officers of fhe^Corpora- 
tion.at higher level, such as the Secretary and the Managing Direc¬ 
tor, who have highest powers to sanction credit limit have no pre¬ 
vious background in this field of work as they are on deputation 
from the Government of India. 

72. The work of receiving credit limit applications and processing 
them has been entrusted to the Status Section which is headed by 
the Deputy Secretary who. is'assisted by one Executive f Officer, two 
Assistants, three U.D.Cs., six L.D.Cs. and one stenographer. 
Procedure for Processing Credit Limit Applications: 

73. Whenever a policy-holder wants to export to any foreign 
buyer on whom he has not already secured the credit limit or when¬ 
ever the policy-holder wants an increase in the credit limit he has to 
apply to the Corporation on the prescribed form (Form No. 144) 
called the Credit Limit Application. When credit limit applied for 
does not exceed Rs. 10.000 the applicant is not required to pay 
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any fees to the Corporation provided one report in original is fur¬ 
nished by the exporter from a bank approved by the Corporation. 
When credit limit applied for does not exceed Rs. 20,000, no fee- 
is charged if two reports on the buyer are submitted in original of 
which one is from a bank approved by the Corporation. 

74. In other cases fees are payable at the following rates which 
have been fixed without relation to the cost involved. These have not 
been increased either after devaluation with the higher cost on 
foreign post and higher payments in terms of rupees to Credit 


Bureaus/Agencies. 

Fees for Credit Limit Applications: 

(f) For each buyer in U. K. . . . . . . . . Rs. 5 

(ii) For each buyer in other European countries .... Rs. 6 

(mi) For each buyer in U.S.A. and Canada ..... Rs. 7 

(iv) For each buyer in the rest of the World .... Rs. 10 


75. In case the amount of credit limit asked for is below 
Rs. 20,000, fee charged is half of the above rates. 

76. In cases where applicant wants to expedite the matter, in ad¬ 
dition, he has to pay actual cable charges. 

77. In other countries, similar institutions do not charge any fee 
for credit limit applications. ECGC felt it necessary to charge the 
fee because its premium rates are much lower than in other countries 
tod therefore not as remunerative as elsewhere. Moreover, pro¬ 
bably the dost of collection of such information is lower in European 
countries due to nearness to other European markets and greater 
facilities available through Government agencies. 

78. Besides the other information, in the Credit Limit Applica¬ 
tion, the policy-nolder is to give the name and address of the foreign 
buyer and his banker, terms of payment, amount of limit applied 
for. He is also requested to send uptodate reports on the buyer 
from reliable sources in original, but it is not a compulsory require¬ 
ment. 

79. After the Credit Limit Application has been received in the 
Head-Office of the Corporation it is dealt with in the following 
manner. 

80. As soon as the application is received, the date of receipt is 
put on the application. It is then entered in the inward register and 
a serial number is marked on the application. Then the clerk con¬ 
cerned checks with the index card whether there is already a file- 
on that buyer; and whether there is any adverse report on him. It 
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either exists, a fresh application with the file is put up to the Exe¬ 
cutive Assistant along with the note giving following information: 

(i) Limit asked for. 

(ii) Limit already enforced on that buyer. 

(iii) Summary of the Bank/Agency report. 

(iv) Experience of the Corporation with the foreign buyer. 

^v) Recommendations. 

81. If it is within his own power tp pass the order, he passes the 
order, otherwise, the file is passed on to the next higher officer till 
it teaches the officer who has the power to sanction. The powers 
of Various officers for credit limit are as Uhden 

Power for Credit Limit 



Countries which have been group- 18 countries which have not been 
ed 4 4 ^..’grouped 

DtA* Ra. 2 - jo lakhs D.A. Re. 5 Q,ooo 

D.P. Ks. A lakhs] DP. Rs. 100,000 

I mmti- 
Officer on SpeciaUDuty 


Countries which have been 
grouped 

D.A. Rs. 3*50 bails 
DJ*. Rs. 6-oo lakhs! 


en 18 countries which have not been 

*. 4 grouped 
D.A. Rs. 1 lakh 
D.P. Ra. a-j lakh 

Managing htctor 


Countries which have been 
grouped 


18 countries which have not been 
grouped 


D.A. Rs. 5 lakhs 
D.P. Rs. 10 lakhs] 


42 H.A.—2t 


DA. Rs. 2 lakhs 
DJP: Rs. 5 lakhs 

Busmtss Commtttu or Board 
No Maximum 
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82. In case the status report is more than one year old, a fresh 
bank/credit agency report is called before decision is taken on the 
application. 

83. If the limit to be fixed does not exceed Rs. 50,000 a reference 
is made to one bank only. In case limit to be fixed exceeds Rs. 50,000 
reference is made to one credit agency and one bank. The enquiry 
to the bank/agency is referred on a prescribed form. Sometimes 
reference is also made to Indian embassies. 

84. If the reply is not received within a reasonable time reminders 
are sent to banks/agencies/embassies but till the reply is received 
credit limit application is not disposed of. 

85. In case new file has to be opened, it is opened, where the 
application, bank report received from the party (if any) are filed. 
The following sheets are also placed in the file: 

(a) Sheet regarding total limit in force at a time; 

(b) Note sheet for recording the status of the party after 
relevant data is collected; 

(c) A plain sheet for pasting the Status Reports received from 
banks/ agencies/embassies; 

(d) a sheet giving a reference of reports received. 

86. Afterwards the new file is processed in the similar manner 
as the old file. 

87. When a credit limit is approved it is communicated to the 
applicant. When credit limit is refused or subsequently cancelled 
due to bad experience of the ECGC with the party or bad reports 
from banks, Bern Union or Agencies, the party and also the Dec¬ 
laration Section are informed so that no business is done with those 
buyers. 

88. All the credit limits sanctioned are also entered into a credit 
Limit Register (for policy-holder) giving details of credit limit 
applied, credit limit sanctioned, default experience etc. This helps 
the Section in quick disposal of applications and keeps check on the 
credit limit sanctioned. 

Volume of Business: 

89. In the Corporation the highest volume of business with regard 
to number of applications received, other correspondence and num¬ 
ber of files maintained is that with regard to credit limit. Some 
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idea of the volume of business handled in the last few years may 
be held from the following figures: 


Year 

Number of Applica¬ 
tions received for 
.credit limit 

Number of Rank 
Reports received 

1962 .... 

• • 

3 , 5 oi 

Not available 

1963 .... 

• 

4,380 

Not available 

1964 .... 

• 

6,026 

6,103 

1965 ... . 

< 

7,304 

7 , 79 i 

1966 (Jan.—Sept.) . 


4,356 

5 , 07 * 


With the increase of the Corporation’s business and expansion of 
exports to new buyers, the number of buyers in whose favour credit 
limit has been sanctioned is increasing, and with this the number 
of files of foreign buyers has gone up to nearly 30,000. But all of 
thorn are not active files in the sense that no credit limit is in force 
in large number of files for quite sometime. Moreover, no informa¬ 
tion is available about the number of such files. It appears from 
discussion with officers that their number is quite sizeable and will 
run into thousands. The number of files has increased so ipuch 
that it has created problems of space and handling. 

Case Studies: 

90. In order to assess the work of sanctioning credit limit 58 cases 
were selected, covering all tlie Groups of countries 1 , from 1958 to 
1966. The findings of the case studies are as under: 

(i) The time taken in disposal of cases is too long. It has varied 
between 2 days to 286 days in 54 cases studied. In other four cases 
either the decision was not taken till the date of study or date or 
receipt of application could not be found out and therefore number 

of days taken in these cases could not be studied. 

In the following statement, cases have been classified according 
to number of days taken. It will be observed from it that in 
majority,of cases one to three months have beep taken in disposing 
the application which appears too long. 


i. See Chapter 3. 
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Period Taken in Disposal of Credit Limit Applications Studied 


No. of day* taken 


No. of 
appli¬ 
cations 


Upto 7 days.'. 3 

8 to 20 days. 4 

21 to 30 days. 7 

31 to 60 days. 15 

61 to 90 days. 11 

91 to 120 days .......... 9 

More than 120 days. 5 

54 


(ii) There are various reasons for delay in sanctioning limit, 
some of which are beyond the control of the Corporation and in 
other cases there is scope to reduce the time taken. 

In a few cases the applicant did not give full address of foreign 
buyers and so before referring the case to the banker, reference has 
to be made to the applicant which delays the matter. 

In some cases there was recent bank report but still order was 
passed to get fresh report. In certain cases the Corporation had 
considerable past experience, still it was felt necessary to write fot 
fresh report. In such cases it appears that the Corporation was 
over-cautious and delay was avoidable. 

In some cases limit against a foreign buyer has been sanctioned 
to a policy-holder by cancelling or curtailing the limit sanctioned 
earlier against similar buyer to other exporter because it was not 
being utilised. In such cases time taken should be less then actu¬ 
ally taken. 

In some cases number of days have been taken to decide whether 
fresh report should be called or not. 

However, in majority of cases delay was due to long time taken 
by bank/credit bureau/credit agency or Indian embassy to send the 
reply of the inquiry. 

In a few cases, delay has been there because the file had to pass 
to number of officers before final decision could be taken. 

Delay has also occurred in communicating the decision to the 
applicant. 
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(iii) Whatever may be the reason for delay it appears from files 
that exporters are not always satisfied and they had to send re¬ 
minders to the Corporation by letters or telegrams for expediting 
the decision which means that in some cases shipments might-have 
been delayed or contract could not be entered into for want of 
sanction of limit in time. A case has come across where it is written 
in the file that party is not interested in the limit which might have 
occurred due to delay in sanctioning limit. 

(iv) The Corporation has swung to extremes—sometimes too 
cautious, sometimes too liberal. A case has came across where 
limit previously sanctioned was cancelled because some bill was not 
paid by foreign buyers, but after 8 days it has been revived be¬ 
cause bill was paid. 

In some cases a provisional limit was sanctioned and confirmed 
later. Once the limit is sanctioned whether provisional or final if 
the policy-holder exports, the Corporation is liable for it. In these 
circumstances, the Corporation should satisfy themselves fully be¬ 
fore sanctioning provisional limit. 

A case has come across where the Corporation had to cancel the 
limit soon after sanctioning which may be due to the fact that 
full facts were not known at the time of sanctioning. 

(v) Cases of refusal of credit limit have been few but In many 
cases limit sanctioned was less than asked for. 

(vi) After devaluation there have been large number of requests 
for increasing the limit because limit is sanctioned in terms of Indian 
mpees. The limit was not increased automatically after devalua¬ 
tion which very much increased the work-load. The decision not 
to increase the limit automatically after devaluation appears un¬ 
businesslike. If the Corporation would have automatically increas¬ 
ed the limit by 57.5 per cent in terms of rupees, in terms of buyers’ 
currency it would have meant status quo. 

(viii) There have been cases where requests for enhancing the 
limit have been made in quick succession by the same policy-holder 
which suggest that either the party had no correct idea about the 
value of business with a particular buyer or the ECGC had beet 
conservative in sanctioning limit. 

Suggestions for Improvement: 

91. The policy holder can benefit from the ECGC policy only after 
he has got the credit limit sanctioned against foreign buyers. There¬ 
fore, quick disposal of application is vital to an exporter. Similarly 
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the claims on the Corporation depend upon how the credit limit 
has been sanctioned. Therefore, some balance should be arrived 
at, that without sacrificing the security of the Corporation, appli¬ 
cations should be disposed of in lesser time. 

92. There is no information in the Corporation either in the Re¬ 
search Section or in the Status Section or with top officials on how 
the applications are disposed of in similar institutions abroad and 
how much time is normally taken. In the absence of such informa¬ 
tion it is difficult to say whether time taken in India is excessive or 
not compared to other countries. But on the face of it, it appears to 
be very long upto six months or more in some cases. Following are 
some suggestions for speeding up the work. 

(i) The Corporation should request the policy-holder to let it 
know the names and addresses of prospective foreign buyers along 
with the proposal for policy or later on as soon as possible. 

(ii) The Corporation should try to collect the information not only 
when it received application from policy-holder but also otherwise. 
In all such cases a ‘control card’ arranged alphabetically may be 
enough. For this purpose the help of other similar institutions ab¬ 
road should be taken with the Cooperation of Bern Union. 

(iii) In case of small credit, limit say upto $1000 or so in case of 
parties in USA and Canada, and suitable limit in Western Europe 
and other countries, should be sanctioned without calling for bank 
report. 

(iv) As the reply from credit agencies is quicker than that from 
banks, it may be better to refer more cases to them irrespective of 
amount of limit asked for. In many cases it may reduce the pe¬ 
riod though cost to the Corporation may be more. 

(v) In those cases where the Corporation had experience in the 
last two years with a foreign buyer and credit limit asked for is 
not high, say, is below Rs. 25,000 or so no bank report should be 
called for if the existing report is not more than two years old. 

(vi) The number of officers through whom files are passed should 
be reduced. Between the first stage and last stage there should be 
only one intermediary officer to check, alternatively powers at lower 
stages should be enhanced. As there is no officer, on Soecial Duty 
his powers should be delegated to other officers 
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(vii) All the officers, who deal with the credit limit applications 
should have background in similar work. Those officers who don’t 
have such experience should be trained in commercial banks’ loan 
departments. 

(viii) Some officers of the Section should be sent abroad for 
training and for studying the procedure of credit limit sanction in 
other similar institutions so that the Corporation may improve its 
own p rocedure. Before sending officers some undertaking should 
be taken from them that after return they will work in the Cor¬ 
poration for specific number of years so that story of past may 
not be repeated when persons soon after training left the Corpora¬ 
tion. Only those officers should be sent who are permanent em¬ 
ployees of the Corporation rather than officers on deputation. 

(ix) Out of 30,000, files those files should be weeded out where 
no credit limit is in force for last two/three years, in such cases 
only a control card may be kept. This should be a continuous pro¬ 
cess. In other cases also, feasibility of control cards should be. 
studied 



Chapter 7 

ASSIGNMENT OF POLICIES 

93. The ECGC policies help the policy-holders to get post-ship¬ 
ment credit from banks against the export bills. In order to safeguard 
banks’ interest on post-shipment loans granted by them against risk 
covered by ECGC, banks apply to the Corporation that only claim 
falling due should be paid directly to them. For this purpose the 
policy-holder authorises the Corporation to pay claims direct to the 
bank. All such authorisation before they become effective have to 
be registered with the Corporation on a printed form. 

Procedure. 

94. The bank submits the Authorisation Form duly filled in tri¬ 
plicate in case of every bill it wants to cover or gets an over-all 
turnover authorisation from the party. When the authorisation letter 
duly completed and signed by the policy-holder and the bank are 
received in the office of the Corporation a slip is attached for office 
note giving the following details: 

1. Policy Number. 

2. Date of expiry 

3. Buyer’s Name and Country 

4. Whether Credit Limit is applied for 

5. Credit Limit sanctioned & terms of payment 

6. Outstanding Bills (Regd) 

7. Present Shipment for & terms of payment 

8. Total (Column Nos. 6+7) 

9. Whether Credit Limit is exceeded and if , by what amount 

10. Default, if any 

11. Special Authorisation Deposit received 

12. Registered as a special case under advice from S.T. Section 

13. Whether the name is included in Caution List & Abeyance 

List 

■<4. Declarations received upto (month) 

15. Remarks 

16. Prepared by: 

17. Checked by: 
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95. In case of a total turnover authorisation following details are 
Checked before registering the authorisation. 

1. Policy Number 

2. Date of commencement & expiry of the Policy 

3. Name & address of the exporter 

4. Name & address of the Bank. 

5. Maximum liability 

6. Declarations received upto (month) 

7. Whether the name is included in Caution List & Abeyance 

List 

8. Whether previously registered or not 

9. Prepared by: 

10. Checked by: 

After checking these details, authorisation is registered in the Autho¬ 
risation Register; one copy is despatched to the bank, and one copy 
to the policy-holder and one copy is filed for record. 

Case Studies: 

96. Even such a simple operation takes considerable time which 
is not liked by banks. The twenty cases of authorisation studied 
suggest, that time taken has varied between 1 day to 20 days, 
in majority of cases it has taken more than a week which appears 
on the high side. 

Value of Business: 

97. The overall value of assignment has gradually increased from 
Rs. 2.37 crores in 1960 to Rs. 5.71 crores in 1965 but their ratio to total 
risk value covered by ECGC policies is coming down year after year 
as would be clear from the folowing statement. 


Year 


Risk 
Value 
covered by 
ECGC 
(Rs. crores) 

Assign¬ 
ment of 
policies to 
banks 
(Rs. crores) 

3 as % 
of 2 

I 


2 

3 

4 

i960 . 


. . 6*96 

2-37 

34-05 

1961 


I2‘0I 

3*20 

25-54 

1962 


20-69 

251 

12-13 

1963 

, . 

2945 

4-12 

13-99 

1964 

. 

34-96 

4*20 

1201 

1965 

v . 

55-04 

5-71 

10-37 

1966 (upto Sept.) 

• 

36-35 

4-19 

n -53 
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This suggests that assignment of policy has become less popular 
than in the past which is rather disturbing because one of the aims 
of the Corporation was to make it easier for exporters to get bank 
finances through assignment of policies. 

Suggestions for Improvements: 

98. In order to help exporters to get larger funds from banks 
against assignment of policies the Corporation should consider the 
following points.: 

(i) At present even when assignment has been registered in 
favour of a bank, in case of failure of foreign buyers to 
pay, claim has to be filed by the policy-holder. A bank has 
no right to file the claim, it is only entitled to receive pay¬ 
ment directly from ECGC once a claim filed by policy¬ 
holder has been admitted. It may be of considerable help 
if banks are allowed to file claim themselves. 

(ii) The policy covers only the gross invoice value; it does not 
cover the risk due to loss of interest. The Corporation 
should think to cover loss of interest also, particularly, 
in cases where policy has been assigned to the bank. 

(iii) In the case of foreign buyers’ default, the bank has to 
wait for long for receiving the payment. First four months 
should lapse before claim is eligible to be filed with the 
Corporation. Even after that, considerable time is taken 
before claim is accepted and paid as would be observed 
from chapter 9. This discourages banks to grant cre¬ 
dit against assignment of policies and real benefit to them 
is considerably restricted. 

(iv) Before registration, the Corporation should examine only 
that the credit limit has been sanctioned and the policy is 
In force Examination of other details does not. appear 
very necessary and can be done away with. 



Chapter 8 

DECLARATION OF SHIPMENTS AND CREDITS 
Introduction: 

99. Every policy-holder and every guarantee-holder in case of 
packing credit or other types of guarantees has to submit a statement 
(which is different for different types of guarantees/policies) by the 
10th of each month to the Corporation about the business done under 
the policy/guarantee in the previous month. Even in cases where 
there has been no business, a nil statement has to be submitted. In 
case any shipment or credit is not declared to the Corporation in 
time, later on policy-holder/guarantee-holder cannot have any claim 
on the Corporation in case of default by the debtor. 

100. There are two main purposes of declaration. First to cal¬ 
culate the premium due to the Corporation and second to keep a 
watch on the business. It is of utmost necessity' for the Corporation 
to receive declaration of business but some time it is irksome to ex¬ 
porters particularly to small exporters who don’t have enough staff 
and experience of exports for dealing with the Corporation. There¬ 
fore, the objective should be that minimum necessary details only 
are asked for and exporters are guided to fill these forms. 

Procedure for dealing with the Declaration Forms: 

101. As soon as declarations are received from policy-holders 
they are entered into Declaration Reminder Register and also in 
Declaration Diary Register. The purpose of the Declaration Remin¬ 
der Register is to find out the defaulters and issue them reminders 
after 20th of the month and subsequent reminders later on to send 
the statements. 

102. Declaration Diary Register is maintained to keep a record 
of declarations disposed of and declarations pending with the 
Section. 

103. After the declaration has been entered in two registers, a 
printed form is attached to it for control purposes. The Section 
checks that policy was in force at the time of shipment; credit limit 
was approved against the buyers and then calculates the premium 
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due to the Corporation which is checked and counter-checked be¬ 
fore it is conveyed to the Accounts Section for adjustment. If the 
premium received is in excess it is credited to the party to be adjus¬ 
ted in future. In case shortage is substantial the party is requested 
to send the balance before Declaration can be released to him. In 
case of small shortfall, he is just advised of shortfall along with the 
release of Declaration Form. 

104. In case the policy/guarantee-holder does not send declara¬ 
tion, matter is reported to New Business Section, Status Section and 
Default Section. When overdue declarations are received, the pre¬ 
mium is accepted, if there has been no case of default by the debtors, 
otherwise the Corporation refuses to accept declaration after due 
date. 

105. The system of dealing with Declarations from banks in case 
of packing credit and other types of guarantees is more or less the 
same. 

Volume of Work: 

106. The number of declarations in case of policies are as many 
as there are policies, i.e., 1358 at the end of September 1966. In case 
of guarantees, number of declarations are more than the number of 
guarantees because each branch of the bank, that had the business 
with a particular exporter, had to submit a separate Declaration 
direct to the Corporation. Their number varies between 400 to 500 
per month. 

Case Studies: 

107. In order to find out how much time is actually taken in the 
disposal of declarations received, 37 cases of post-shipment policy 
and 31 cases of gurantees were studied. The findings of the case 
study are as under:— 

(i) Some parties don’t send the premium alongwith the 
declarations. They send the premium when the Corpora¬ 
tion has confirmed the amount of premium due. 

(ii) Some parties don’t send full premium along with decla¬ 
rations and before adjustment they have to be requested 
to send the balance. 

(iii) Very few exporters submit declarations in time, i.e. be¬ 
fore 10th of each month. Majority (threefourth) are 
received late. 
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(iv) In 37 cases studied time taken in disposal has varied bet¬ 
ween 1 day to 42 days. The dispersion of time taken was 
as under: 


No. of days taken Number of cases 


I 

• • 

- . 

. 

. 




4 

5 

• 


. 

• 

. 



9 

-t4 • 

-io . 

* 

• 

• 

• 

• 

• 

• 

13 

i >rc than 30 . 




* 

• * 

- 


4 

— 


- 1 - 

* 

* 


* 

7 


“ some cases time taken was long due to shortage of premium 
> . . , n ed or some other dispute but in some clear-cut case also 
considerable time has been taken probably due to sudden receipt of 
m.iny Declarations at a time. 

v '-> In case of guarantee declarations studied, time taken Iras 
been less, the maximum being 29 days. 

Suggestions for Improvement: 

(M The Form, particularly in case of post-shipment policies 
be simplified, as far as possible. For examle, it may be 
enough if the exporter is asked to give the invoice value in approved 

icy only, rather than both in approved currency and Indian 

<: i pees. 

( • Small exporters should be guided to fill declaration forms 
in cose of small exporters particularly when payment from buyer is 
am . alter two months o r more, possiblity of asking declarations once 
m tu , months may be examined by the Corporation. 

( id The Corporation has no means to check that all shipments 
l ive been declared and so all premium due to it has been paid 
In cooperation with the Reserve Bank and Customs authori- 
’ ,l ' ; no system may he devised by which the Corporation may have 
counter-check at least in some cases to find out whether all shipments 
been declared or not. This may help to increase the income of 

' ( iporatl< f- However, as it is a tremendous job it can be only 

i no pie check. 





Chapter 9 

CLAIMS AND RECOVERIES 

Introduction: 

108. The policy-holders are entitled to claim agreed percentages 
of gross invoice value from the Corporation for the risks insured in 
the case of happening of those events as specified in the policies. 
Similarly, in case of guarantees banks can claim agreed percentage 
of credit advanced by them to the exporter from the Corporation in 
the event of failure of the party to pay to the bank. 

109. The utility of the policy and guarantee depends upon that 
when claims arise they are paid speedily and judiciously to the 
policy/guarantee-holders. At the same time, success of the Corpora¬ 
tion depends upon that cases when claims have to be paid are kept 
to the minimum by judicious covering of risks and taking other 
precautions, such as recovering amount from debtors by all possible 
means. 

Claims Experience: 

110. The period of nine years is not long enough to judge whether 
the ECGC had to pay excessive claims or the claim ratio is reasona¬ 
ble. 

111. Since its inception to September 1966 the claims experience 
of the Corporation may be summarised as stated below: 


Claims Experience of ECGC since Inception to September 30, 1966 




Amount 
(Rs. lakhs) 

Percent¬ 
age to 
premium 

Percent- Percent¬ 
age to age to 

gross risk 

claim paid covered 

A .—Gross Claims Paid .... 

23-92 

42-04 


0*08 


Packing Credit .... 

3-21 

32-79 

, , 

0*04 


Others. 

20*71 

43 " 9 <> 

. . 

0*09 

B. 

Recoveries . 

9-48 


39-63 

0*03 


Packing Credit .... 






Others . .. . .. 

9-48 


45-77 

0*04 

C. 

Written-off . 

462 


19*31 

0 02 


Packing Credit . . . 

, . 





Others . . 

4-62 


22*31 

0*02 

D. 

Balance Outstanding A-(B-fC) . 

9-82 


41*05 

0*02 


Packing Credit .... 

3*21 


IOO'OO 

0-04 


Others ..... 

6*6i 


31*92 

'0*08 

E. 

Net Claims Paid (A-B) 

13-44 

23*62 

56-19 

0-04 


Paking Credit .... 

3*21 

32-79 

100*00 

0 04 


Others. 

10*23 

21*72 

49 - 31 

o-oj 

F. 

Total Premium Income 

59-90 





Packing Credit .... 

9.79 

. , 

, , 

. , 


Others. 

47-11 

. . 

.. 

. , 

G. 

Total Business .... 

303.93 





Risk value. 

217,17 





Packing Credit Finances Availed of . 

84,13 





Other Guarantee Finances Availed of 

2,63 



• • 
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112. The total value of claims (gross without considering reco¬ 
very) as per cent of risk covered appears to be quite low at 0.04 per 
cent in case of packing credit and 0.99 per cent in case of other 
business. However, claims paid as per cent of premium income were 
93 per cent for packing credit and 44 per cent for other business. 
Even after taking into consideration the recoveries made, claims .ratio 
to premium income was 22 per cent for other business; in case of 
packing credit, so far there have been no recoveries. Some more 
amount is expected to be recovered from foreign buyers and/or 
Indian exporters which will reduce the ratio of net claims paid to 
premium income. Still claim ratio appears to be quite high as 
related to the premium income. 

113. In the following statement, details are given about defaults 
of various types. 


Position as on September 1966 of Defaults for which date of Payment of Claim 
feU on 30-9-1966 or earlier 




Value 
(Rs. lakhs) 

Percent¬ 
age to 
total 

A. Political Risk (Transfer Risk). 

13-55 

35<54 

B. Commercial Risks 



(a) Insolvency DA Bills . . , - j 

i’5«> 

3-95 

(b) Protracted Default 



DA bills . . . 

8-84 

23-26 

DP bills. 

9-74 

25-62 

DA bills where there are disputes. 

0*14 

0-37 

C. Packing Credit Guarantee. . . , , 

367 

9-66 

D. Contingent Liability 



(a) DA bills . . 

0-49 

1-29 

(i) DP bills . . 

0-08 

0*21 

Total . 

38-01 

100-00 

It will be observed from the above figures that 

maximum 

default 


had been that of ‘protracted defaults’ in case of DA and DP bills (49 
per cent of total). There has been considerable default in case of 
political risk on account of transfer risk (36 per cent of the total). 
Defaults by overseas buyers have been analysed countrywise and by 
|ype of default in Table 7 in the end of the case study report. It 
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vill be observed from it, that so far, the Corporation has ex¬ 
perienced transfer delay from five countries, namely, Ceylon, 
Indonesia, Malta, Syria and Sudan. The maximum amount has been 
involved with Indonesia (87 per cent of the total). 

114. In insolvency default of DA only one country was involved. 
In case of DA defaults of Rs. 8.84 lakhs, the maximum default 
(Rs. 2.31 lakhs or 26 per cent of total) has been from U.K. and 
Rs. 43,000 from Other industrialised countries and East Europe. In 
case of DP defaults industrialised countries and East Europe account¬ 
ed for 29 per cent of default or Rs. 2.86 lakhs. 

115. Taking all types of defaults, share of industrialised countries 
and East Europe was Rs. 9.81 lakhs or 29 per cent of total defaults 
by foreigners. This suggests that it is not always true to think that 
there is . a greater risk in developing countries. Therefore, the 
Corporation should thoroughly examine its claims experience in 
different countries to revise its insurance rates in various regions 
and to reclassify the countries. 

Claims Paid: 

116. Table 8 in the end of the case study report gives the details 
of claim filed by the policy-holders and guarantee-holders and 
claims paid by the Corporation. However, it does not give the true 
picture. The Corporation does not maintain any statistics of claims 
rejected. Normally claim forms are not issued unless the Corpora¬ 
tion has already agreed to pay the claim. Therefore, from the 
available statistics, it is not possible to assess what percentage of 
claims applied for are accepted and what is the attitude of the 
Corporation to accept and reject claims. 

117. There have been no cases pending for payment of claims 
already accepted except in 1966 when 9 cases for Rs. 71,000 were pen¬ 
ding in regard to policies and 2 cases for Rs. 1.98 lakhs in regard to 
guarantees on September 30, 1966. 

118. There is no trend with regard to number of claims paid or 
amount of claims paid as they are bound to differ very much from 
year to year depending upon the circumstances. In the following 
statement claims paid in each year have been related to the busi¬ 
ness done. It suggests that claims as per cent of business have a 
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downward trend which is gratifying to note. 

Claims Experience of ECGC —1960—1966 

(Amount in Rs. Lakha) 


Year 


Policies 


Guarantees 

Value of 
Shipments 

Claims 

paid 

3 as% 
of 2 

Maximum Claims 
Liabili- paid 
ties of 

Guarantees 

6 as% 
of 5 

I 


2 

3 

4 

5 

6 

7 

i960 


6,9 6 

3-76 

0-54 

I 

•• 

•• 

1961 

• 

12,01 

4-32 

0-36 

12 

•• 

•• 

1962 

• 

20,69 

1-55 

0-07 

1,31 

•• 

•• 

1963 . 

• 

2945 

6-28 

0-21 

i »35 

O’ 22 

o* 16 

1964 • 

• 

34 j 96 

1 ' 5 r 

0-04 

5,35 

0*24 

0*04 

1965 . 

• 

55 ,o 6 

0-40 

O-Ol 

8,57 

2-74 

0*32 

1966 (Jan.-Sept.) 

49,40 

2 ‘t 4 

004 

10,92 

* * 

‘ • 


Procedure for Acceptance and Payment of Claims: 


119. In case of any default, the policy/guarantee-holder has to 
report to the Corporation on a Default Form as. soon as possible, 
latest within 30 days from the date of default. After receipt of 
default declaration, Claims Section checks whether the shipment or 
credit was declared or not. The Section also looks into whether the 
credit limit was approved or not and whether any authorization was 
made in favour of banks. 

120. After checking the above details, the Section advises the 
exporter what action he should take. In every case a note of pro* 
test has to be obtained by the exporter through the Notary Public 
of the country concerned. In case of D.P. terms, Claims Section 
advises the exporter how he should proceed to dispose of goods or 
should divert it to some other port or bring them back to India 
depending upon circumstances of each case after taking the sanction 
of appropriate officer. Simultaneously, the Section also advises the 
exporter what legal action has to be taken against the defaulter. 

121. Once the Corporation has satisfied itself that the default is 
not due to any fault of the exporter by not fulfilling the conditions 
of contract of sales, it agrees to accept the claim and the exporter is 
42 H.A —27 
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advised to file the claim on a prescribed form. When the Corpora¬ 
tion is not satisfied about bonafides of the claim, Claim Forms are 
not issued to the party. 

122. Once the Claim Form duly filled in is received, it is scrutinis¬ 
ed and officer having the power to accept the claim passes an order. 
Except the Managing Director, no other officer has the power to 
admit claims and his power also in each individual case is limited 
to Rs. 50,000. Beyond Rs. 50,000 all cases have to be decided by the 
Business Committee or the Board. 

123. Once the order has been passed to pay claim, the Claims 
Section advises the Accounts Section to prepare the cheque. As 
soon as the cheque is ready it is sent to the Claims Section who pre¬ 
pares the forwarding letter and dispatches it to the party along with 
the cheque. 

Time for Payment of Claim: 

124. The policy-holder is not entitled to file claim immediately 
after default. He has to wait according to the period laid down in 
the policy. In case of DA terms of payment when default is due 
to insolvency of the buyer or for any other reason the buyer fails to 
pay on due date, the policy-holder can claim the loss from the Cor¬ 
poration after the expiry of six months from the due date of pay¬ 
ment. When authorisation is registered in favour of a bank, claim 
can be submitted after the expiry of four months from due date of 
payment. 

125. When the loss is due to the goods not having been delivered 
to the buyer, claim can be filed one month after the due date on 
which with the Corporation’s approval in writing, the goods have 
been resold or otherwise disposed of by the exporter. 

126. When the loss is due to the prevention of or delay in the 
transfer of payments from the buyer’s country to India in circumst¬ 
ances outside the control of both the exporter and the buyer, claim 
can be filed four months after the due date of payment by the buyer 
or if the buyer has made an irrevocable deposit from the transfer 
to the exporter, claim can be filed four months after m akin g of such 
deposit, whichever of the two is earlier. 

127. When the loss is due to diversion risk, the claim is accepted 
as soon as the proof of loss to the satisfaction of the Corporation is 
furnished. 
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128. In all other cases claim is accepted four months after the 
occurrence of the event which is the cause of the loss. 

129. In case of guarantees, if an exporter goes insolvent, th® 
claim is settled 30 days after the insured debt is admitted to rank 
against the insolvent’s estate or four months from due date which¬ 
ever is earlier. When an exporter becomes a defaulter, the claim 
is settled after four months from the due date. 

130. The other time factor is that claims should be submitted 
within one year from the date of the expiry of policy/guarantee. 

Procedure for Recovery from Defaulter: 

131. Under the terms and conditions of policies/guarantees, 
the policy/guarantee-holder will take such action against defaulter 
in such manner as advised by the Corporation. In case 
of foreign default, the Corporation takes the help of chambers 
of commerce and Indian embassies. Once the Corporation feels that 
case should be filed against the defaulter, it advises accordingly to 
the policy/guarantee holder. It also advises the advocate who should 
be engaged. In case of foreign defaults, an advocate is normally 
from the list supplied by the Bern Union. In case of settlement of 
claims for lower amount than the claim filed plus the interest and 
legal charges, prior approval of the Corporation is necessary, for 
which only the Board has the power. In all foreign claim cases, the 
exporter also needs the permission of the Reserve Bank of India for 
filing the case, for incurring expenses for settling claim for lower 
value. The Corporation only advises and guides the exporter to take 
particular steps to recover debts but normally it does not take the 
responsibility to recover debts itself even when it has already paid 
the claim. 

Case Studies: / 

132. In order to ascertain how the claim cases are actually dealt, 
what is the attitude of the Corporation to admit or reject claims and 
how much time is taken in payment of claims from due date, 11 cases 
were studied where claims have been rejected and 13 cases where 
claims have been accepted. The findings of the case studies may be 
summarised below. 

Rejection Cases: 

(i) All rejections were on technical grounds such as “credit 
limit was not approved”, “default was not reported in time to the 
Corporation”, “claim was filed after the expiry of permitted period” 
etc. etc. •: 
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(ii) In some cases, officers at certain levels recommended that 
technical default should be ignored and claim should be paid. But 
this recommendation did not find favour at higher levels. 

(iii) Even in rejection cases all of which were on technical 
grounds, time taken in disposal of cases was long—1 to 3 months- 
normally and sometime even more. 

Claims Accepted: 

(i) There has been delay in payment of all claims. The time 
taken has varied between 7 and 16 months from the date on which 
the payment was due from the foreign buyer. 

(ii) The delay in payment creates hardships to exporters parti¬ 
cularly to small exporters. There is a provision to accommodate 
the policy-holders by paying advance against claims before due date 
of payment. But only one party was given advance payment against 
bank guarantee because it was a big and probably also the influen¬ 
tial client of the Corporation. In all other cases parties were asked 
to wait to file the claim till the expiry of period stipulated in the 
policy. 

(iii) The delay in payment is not only due to the fact that the 
party has to wait for stipulated period but also for other reasons. 
The correspondence between the exporter and the Corporation for 
certain clarifications and request of the Corporation to submit cer¬ 
tain documents in evidences of claim, delay in passing orders for 
accepting claims, delay in preparing cheques and despatch are other 
important reasons for delay in payment. 

Recoveries: 

(i) In few cases parties could get payment from the foreign 
buyer in full after filing the Default Form but not before claim 
could be made on the Corporation. 

(ii) In cases when exporters were asked to file suit against for¬ 
eign buyers, they requested the Corporation to take over the res¬ 
ponsibility to recover the due amount from foreign buyers. In 
most of the cases Corporation turned down the request stating that 
under the terms of policy, recovery proceedings have to be carried 
out by the exporter. But in a few cases the Corporation has agreed 
to take up the matter into its own hands. It is not clear under what 
circumstances the Corporation agrees or disagrees with the request 
of policy-holder. 
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(lii) Before advising the exporter to take legal action, often the 
^Corporation consults Indian Embassies; but in some cases there have 
been inordinate delays by Indian Embassies in advising the Corpora¬ 
tion or helping it to recover debts from the foreign buyers. 

(iv) Even when the Corporation itself had filed cases for re¬ 
covery, the time taken in getting the Reserve Bank of India’s per¬ 
mission is very long. In one such case which was part of this study, 
the Reserve Bank of India took 40 days to grant permission to file 
the case and that too after two reminders. 

(v) When the exporter files a case on the advice of the Corpora¬ 
tion, a lot of time is lost which sometimes may lead to loss of assets 
of the buyer also. The foreign advocate writes to the exporter; the 
exporter writes to the Corporation for advice or approval; Corpora¬ 
tion writes back to the exporter and then exporter writes to the 
advocate. In one case, party wrote to the Corporation on October 6, 
1964 for settlement and only on February 3, 1965 i.e. after 120 days, 
the Corporation could agree to it. 

Suggestions for Improvement: 

(i) The Corporation should revise its premium rates and re¬ 
classify countries from time to time on the basis of claims experience 
in different countries/regions. 

(ii) The Corporation should issue the Claim Form in every case 
wnen the default has been reported. Once the claim has been sub¬ 
mitted the Corporation may examine the merits of the case. 

(ul) It should be clearly made known to the claimant at the time 
of the issue of Claim Form what documents and other evidence 
the Corporation would require to consider the claim. 

(iv) Statistics should be maintained of claims rejected. 

(v) Powers should be delegated to officers other than Managing 
Director in case of small claims. The power of the Managing Direc¬ 
tor should be increased particularly^ after devaluation when on ac¬ 
count of devaluation alone there is justification to increase powers by 
58 per cent. 

(vi) The time required to be lapsed between the date of default 
arid when a policy I guarantee holder can file a claim should bfc c«x- 
ai&rably reduced after exaaWn’ug various aspects. 
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(vii) The Corporation should agree to carry out recovery pro¬ 
ceedings as and when the policy-holder requests the Corporation. 
As a matter of fact it will be better that in all cases when the Cor¬ 
poration has already paid the claim, recovery proceedings should be 
undertaken by it. Policy-holders should be asked only to sign 
necessary papers. No doubt it will increase the work and res¬ 
ponsibility of the Corporation. The relevant Article of Association 
has already provided the power to the Corporation to act as debt 
collecting agency and as such the Corporation has no reasons to 
object to it because it has number of advantages as stated below. 

There is great demand from policy-holders that they may be 
relieved of the responsibility of debt collecting and in many cases 
they request the Corporation for this. The personal discussion with 
some exporters also revealed that they will be much more satisfied 
if the Corporation agrees to it, there will be greater cliental satisfac¬ 
tion which may help to increase the Corporation’s business. 

At present considerable time is lost in correspondence between 
the policy-holder and the Corporation for guidance and advice. The 
time loss may mean loss in more than one ways. In case where ex- 
lenses and interest cannot be recovered from the defaulter by reduc¬ 
tion in the period of settlement, the loss will be smaller to the Cor¬ 
poration. In case of insolvency of the party if action is delayed, it 
may mean greater loss. 

Once the claim has been paid, stake of the Corporation in recovery 
is greater than that of the exporter. There were cases where ex¬ 
porter has not taken adequate interest in recovery. It can be avoid¬ 
ed in case the Corporation takes legal proceedings itself. 

If the Reserve Bank agrees to give general permission to the 
Corporation to file cases without taking permission in individual 
cases, time taken can be further reduced. Similarly, a blanket 
I'oreign exchange permit may be granted to the ECGC for meeting, 
to increase the percentage of recovery. 

(viii) The present procedure within the office to pay claim after 
the order has been passed should be simplified so that the time taken 
at the later stages may be reduced. 

.... (ix) The work in the Claims Section needs high calibre so. that 
right judgement ngay.be, taken at the. right time. . Tliis requires 
good understanding of the dealing in foreign trade transactions, 
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payment procedure and legal knowledge. It will be much better If 
the persons working in the Claims Section have good grasp of these- 
aspects and they should be trained in Foreign Exchange and Claims 
Sections of commercial banks. Officers at higher levels who join 
the Corporation on deputation without adequate understanding and 
experience may also spend some time in banks etc., to study the 
various aspects. Some officers of the Section may also be sent 
abroad for studying the procedure followed in similar institutions, 
there. 

(x) The Corporation should clearly make it known to policy¬ 
holders that under what circumstances claims will be paid so that 
technical rejections may be reduced. 



Chapter 10 

DEVELOPMENT OF BUSINESS 

133. The development of business is one of the most important 
activities which the Corporation must take to improve its working. 
It should bo under the charge of a highly experienced and highly 
placed officer with proper background so that he can have personal 
contacts ai. top levels in banks, private business houses and public 
undertakings having export business. It appears that at present 
enough importance has not been given to the work of development. 
It is under the charge of an Executive Officer-Development. Con¬ 
sidering the nature of work, it may be much better if a higher officer 
is made whole-time responsible for the development of business. 

134. The functions of the Development Section are as follows: 

(i) to look after the development of business; 

(ii) to look after the work of field staff and branches and guide 
them; 

(iii) to attend to inquiries for information; 

(iv) to do all work in connection with publicity other than 
drafting of advertisements; 

(v) to scrutinise all reports received from branches. 

Development of Business: 

135. For development of business, the Executive Officer and his 
staff consult the customs list and the list of registered exporters of 
various Export Promotion Councils/Commodity Boards and then 
try to solicit business by sending literature, asKing the brokers/ 
field officers to contact the party or directly contacting the party. 
But entire emphasis is to get business under existing schemes. Very 
little effort, if any, is made to find out what aire the new types of 
business for which there is a demand. 

136. The Managing Director also meets the Field Officers once a 
month. Sometimes Managing Director also calls the meeting of 
banks and/or exporters to know their views and to solicit business. 
In some of these meetings Executive Officer-Development is also 
invited to attend. The Executive Officer, Managing Director or 
some other officers sometimes undertake tours for inspection and 
development, of business. 


414 



415 


137. No targets of business which should be obtained for the Cor¬ 
poration each year are fixed but some targets have been fixed for 
field officers (i.e. 50 policies per year with a liability of at least 
Rs. 1 crore). There is also no scheme of incentives for increasing 
the business. 

Field Staff and Branches: 

138. At present the Corporation has five field officers (2 in 
Bombay, 1 in Madras and 2 in Calcutta) whose main job is to 
solicit business. They are paid employees of the Corporation. In 
addition they are entitled to 2J per cent of premium income on the 
business obtained through them. 

139. The Corporation has appointed 46 brokers all over the 
country as per details given in Table 9 in the end of the case study 
report. The Executive Officer-Development has no power to appoint 
brokers. Only the Officer on Special Duty and the Managing Direc¬ 
tor have the power to appoint brokers. At present there is no 
Officer on Special Duty and therefore for all practical purposes, only 
the Managing Director can appoint brokers. The brokers get the 
commission on the business done through them. 

140. The Corporation has opened three branches in Calcutta, 
Madras and Delhi with a view to develop business and provide 
speedy service to policy/guarantee-holders. Branches have very 
little power. No branch has the power to issue policy. Madras 
branch has limited power to issue Acceptance Letters. The main 
work of these branches is to get business and forward it to the Head 
Office. Actually the study of various cases of issue of policies and 
other matters suggests that time taken is more when matter is dealt 
through the branch. This happens because Branches have little 
power and they have to refer in most of the cases to the Head Office. 
In the nature of business, certain functions as sanction of credit 
limit, dealing with default, etc. have to be centralised. In other 
regards such as issue of policy, the Corporation should consider to 
delegate certain powers to branches. Moreover, at present, powers 
delegated to Calcutta and Delhi branches are much less than that 
to Madras Branch. 

141. In Table 10 in the end of the case study report details of 
business of various Branches and Bombay Office is given. It will 
be observed from the Table that Bombay predominates in total 
business obtained. Considering the importance of Calcutta and 
Ma<|ta$ in foreign trade of the country, the business of these 
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Branches appears very much on the low side. The higher business 
obtained in Bombay may greatly be due to special importance of 
Bombay as a commercial and financial centre of the country but it 
is partly due to better organisation of the office and the field staff. 
In order to increase the business, organisation of other Branches 
should be strengthened. 

Publicity: 

142. The publicity and contact with potential customers is an 
important necessity for development of business. It appears that 
this fact has not been fully realised by the ECGC. In the following 
statement publicity expenditure of ECGC has been related to its 
premium income. The publicity expenditure has gone up from 
Rs. 8,000 in 1960 to Rs. 42,000 in 1965 from the ECGC’s own resourc¬ 
es besides a grant of Rs. 30,000 from Government in 1965. It is not 
clear what is the basis of deciding the expenditure on publicity. Its 
ratio to premium income has varied greatly from year to year. 

Expenditure on Publicity 


(Amount in Rupees) 


Year 



Publicity 

expenditure 

Premium 

income 

(2) as% 
of ( 3 ) 

I 



2 

3 

4 

i960 

. • 

. . 

7.965 

236,448 

337 

1961 

• 

• 

10,117 

348,338 

2-90 

1962 

• 

• 

12,558 

563,076 

2-23 

1963 . 

• 

• 

24,459 

646,500 

3*78 

1964 

• • 

• 

/ 72,212* 
\42,2I2** 

893,024 

/ 8 09 
14'73 

1965 . 

• 

• 

31,180 

1,346,051 

2-33 


♦Including Government grant of Rs. 30,000. 
♦♦Excluding Government grant. 


143. More than the amount of expenditure, it is the method of 
publicity which is more important. At present most of the expendi¬ 
ture on publicity is on press publicity. In the case of ECGC 
business, press publicity has very limited role because its services 
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art not for mass use, and as such personal contacts with actual ex- 
porters and bankers are more important than press publicity. For 
this purpose, it may be better use of resources, if personal letters 
are addressed to the heads of the exporting firms (private and pub¬ 
lic sector) or head of foreign sales division and to banks. More¬ 
over, there should be greater emphasis on personal meetings at 
higher level as frequently as possible. 

144. Even in the press publicity much needs to be desired. At 
present, generally publicity is done through the Directorate of Pub¬ 
licity, Government of India. It means some savings in the charges 
of publicity. But under these arrangements there are considerable 
delays between the date material is sent to the Directorate and 
when it appears in the journals, etc. Upto 1962 the ECGC was pub¬ 
licising through the Directorate of Publicity. During 1963-64 pub¬ 
licity was done through the private agency and again from 196i> 
through the Directorate of Publicity; reasons for these changes are 
not known. 

145. The Development Section has no powers to finalise the drafts 
of advertisement or articles. All matters for press publicity must 
be approved by the Managing Director. 

Suggestions for Improvement: 

(i) The Development Section should be in charge of a higher 
officer than the Executive Officer who should be whole-time res¬ 
ponsible for development of business. 

(ii) The staff of the Section should be well-trained in all proce¬ 
dures of the Corporation and also in the method of publicity and 
public relations. 

(iii) Target of business should be fixed for each year and also 
for long-term considering the export targets and other related deve¬ 
lopments. For this purpose help of Research Section should be 
taken and target should be approved by the Board or the Managing 
Director. 

(iv) Not only the overall target for ECGC be fixed, but target 
of business should be fixed for each branch and field officer. The 
branches of field officers who exceed the targets should be reward¬ 
ed by some incentive scheme. 
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(v) The Corporation should also fix target for business to be 
•obtained from each major bank and major exporter and Govern¬ 
ment undertakings such as STC, MMTC and Hindustan Steel, etc., 
who account for substantial exports. 

(vi) The one of the important functions of the Development Sec¬ 
tion should be to find out the need to develop new schemes by the 
Corporation with the assistance of Research Section considering 
their demand. 

(vii) The Section should have better personal contacts with the 
exporters and bankers at all levels with a view to find out their 
difficulties, to help them in solving these difficulties and to develop 
new business. 

(viii) In order to have better contacts with the exporters and 
bankers as suggested above, the Corporation should have much 
larger number of brokers and field officers. It should also examine 
how far it is practicable to appoint commercial banks as its brokers 
who may help in increasing business. 

(ix) The in-charge of the Development Section should be given 
powers to appoint brokers particularly in up-county towns where 
ECGC has no or little representation at the present. 

(x) Branches should be given larger powers. They should be 
permitted to issue policies within certain limits to issue guarantees 
and may be permitted to handle such other functions which can be 
decentralised. The need to refer to the Head Office should be re¬ 
duced to the minimum. 

(xi) The expenditure on publicity should be related to the target 
of business and premium income of the previous year. The press 
publicity should be limited only for creating image of the Corpora¬ 
tion. For other purposes greater reliance should be placed on in¬ 
dividual publicity and personal contacts with the exporters and 
-bankers. 



Chapter 11 

STATISTICS AND RESEARCH SECTIONS 
Statistics Section 

146. The main job of the Statistics Section is to code the 
Declaration Forms received from constituents to be processed on the 
Hollerith Machine. 

147. The Section also prepares few other statements which are 
regularly required for control purposes and for sending to the Gov¬ 
ernment of India. Department also receives statements prepared 
by other Sections. But there is no system to regularly compiling 
statistics for the help of Research Section. 

148. The Section is also empowered to draft advertisement which 
is completely unrelated field to their work. 

Research Section 

149. The Research Section is under the charge of Executive 
Officer who has a degree in Economics. He has one assistant. The 
Section has number of functions on paper most important of which 
are: 

(i) to collect and maintain information of political and econo¬ 
mic situation in various countries of the world; 

(ii) to attend matters relating to Bern Union; 

(iii) to attend to all correspondence where interpretation of 
polices and guarantees is involved; 

(iv) to evaluate the present policies and guarantees and for 
mulate new schemes; 

(v) to study all policies and guarantees issued by credit in¬ 
suring institutions in other countries and compare with 
ECGC’s own policies and guarantees. 

150. The Research Section should play very important role in 
the credit insurance institution particularly in initial stages when 
certain schemes will be tried and new ones need to be introduced. 
Moreover, there is a constant need to review the position with re¬ 
gard to political and commercial risks involved in various countries 
considering Corporation’s own experience of default, information 
from Bern Union and Government of India’s trade representatives 
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■abroad. The Section can also be great help to top management, for 
control purposes of the working of the Corporation. 

Suggestions for Improvement 

(i) From the discussion with the Executive Officer in charge of 
the Section and going through some of the studies done in the Sec¬ 
tion, it appears that much remains to be done. 

The Department receives valuable information from foreign 
credit insurers which can be utilised for comparing the performance 
of ECGC with them particularly with regard to premium rates, ratio 
to expenses to income, business as per cent of exports, claims as 
per cent of business and income. Some of these statements have 
been prepared at times but none of them is prepared on a regular 
basis. There should be a practice that section prepares comparative 
statements on the working of ECGC and foreign credit institutions 
along with their comments on regular basis for Managing Director 
and other Senior Officers for control purposes. 

(ii) The number of statements are prepared in various Sections 
of the Corporation on regular basis but they are not related to the 
export trade of India. The Section should regularly analyse the 
performance of the Corporation as related to the export trade and 
should submit notes to the Managing Director. 

(iii) So far very little is being done by the Research Section to 
evolve new schemes. Development Section should suggest the 
demand of new schemes to the Research Section and then the Re¬ 
search Section should study the feasibility of introducing such 
schemes after consulting other sections and studying schemes of 
other countries. 

(iv) In case of evaluation of risk in various countries, much re¬ 
mains to be done. All the countries should be evaluated at least 
once in three years or more frequently. For this purpose, an 
attempt should be made to get more help from Bern Union and its 
members. 

(v) The Section should also study the procedures and practices' 
followed by other similar institutions in foreign countries with a 
view to improve the working of ECGC. For this purpose, the Sec¬ 
tion can issue questionnaire and may also be allowed to have a study 
tour when felt necessary. 



(vi) In order that above suggestions could be given practical 
shape and existing functions are fully performed, the strength of the 
Section should be increased and more senior and more qualified per¬ 
sons should be made in-charge of the Section. 

(vii) It would be much better and probably economical also if 
Statistics Section is merged with the Economic Section. 

tviii) The drafting of advertisement, pamphlets and news letters 
etc.,, is purely a publicity matter which should be entrusted to the 
Development Section. 



Chapter 12 

INVESTMENT POLICY 
Long-term Investments 

151. The paid-up capital is the main source of long-term capital 
of the Corporation which at present is Rs. 1 crore. Unlike other 
insurers there are little additions of investible resources from year to 
year. The annual reserves are small. At the end of 1965 total 
reserves were Rs. 21-93 lakhs. Out of these resources of Rs. 121-93 
lakhs, the Corporation had invested three-fourth or Rs. 91*83 lakhs 
In long-term securities. The balance of Rs. 30-10 lakhs of long¬ 
term resources and Rs. 5-43 lakhs from other surplus have been 
deposited with commercial banks as current and short-term deposits. 
The position of investments and deposits during 1960—65 has been 
as under: 

Investment of ECGC Funds 

(Rs. Lakhs) 



Long-term 

Short- 

Current 

Total 


Investments 

term 

Deposits (2) f( 3 )+ 

Year 


Deposits 

& Cash 

( 4 ) 

(I) 

( 3 ) 

( 3 ) 

( 4 ) 

( 5 ) 

I 960 . . . , 

50-07 

0-25 

0 40 

50-72 

I 96 i . 

( 98 - 72 ) 

( 0 - 49 ) 

(0-79) 

(too-00) 

. . . 45-38 

7-00 

0-65 

53 03 


( 85 - 57 ) 

(13-20) 

(1-23) 

(too-00) 

1962 . . . . 

46-52 

12-25 

0-43 

59-20 


( 78 - 58 ) 

(20-69) 

(o- 73 ) 

(too 00) 

1963 • 

. . 46-12 

12-25 

0-53 

58-90 


( 78 - 30 ) 

(20-8o) 

(0-90) 

(ioo-oo) 

1964 . . . . 

4912 

17-25 

1-02 

67 39 


(72-89) 

(25-60) 

(i- 5 *) 

(IOO-OO) 

1963 . . . . 

91-83 

34-25 

1-28 

12736 


(72-10) 

(26-89) 

(I -01) 

(ioo-oo) 


Figures in brackets are percentages to total. 


152. In case of long-term investments, the Board of Directors is 
free to invest as it deems appropriate. There are no legal obligations 
to invest in any particular manner and to keep invested any 
specific percentage of resources in Government or other approved 
securities. 
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153. The Memorandum and Articles of Associations are also silent 
about the manner in which the funds of the Corporation should be 
invested. Therefore, the Board is at full liberty to invest the funds, 
as it thinks best, in the interest of the Corporation. As there are no 
legal or other bindings, the funds should be so invested that eonsis- 
tent with safety, the rate of reuturn is maximised, and proper li¬ 
quidity is maintained for payment of claims as and when they 
arise. As a matter of fact, liquidity is not a very important factor for 
ECGrC except in cotasrophes when claims may be exceptionally high. 
In the past, claims never exceeded Rs. 6 lakhs in a year. Therefore, 
the main consideration should be safety and rate of return rather 
than liquidity. 

154. In the following analysis the investment policy has been 
judged with above objectives. 

155. Out of a total investment of Rs. 110T6 lakhs on September 
30, 1966, Rs. 79-53 lakhs or 72 per cent was in Government securities, 
Central and State. The balance 28 per cent was in Government of 
India, or State Undertakings bonds, debentures and other securities. 

156. The market value of quoted securities and book value of 
unquoted securities has been lower than purchase price which means 
that there has been some loss to the Corporation. This has happen¬ 
ed not only in 1966 but also in earlier years as would be clear from 
the following statement. Moreover, the market vaiue as per cent 
of purchase price has continuously declined from 101 per cent in 
1960 when market value was higher than purchase price to 98 per 
cent in 1966. Till 1965 market value as per cent of book value was 
continuously declining. 


Purchase Price and Market Value of Investments 

(Rs. Lakhs) 


Year 



Purchase 

Price 

Market 

Value 

Market Value as 
% of Purchase 

Price* 

i960 


, # 

50-07 

50-79 

toi-66 

1961 

. 

. • 

45-38 

45-46 

10018 

1962 

. 

. 

46-52 

46-17 

99-25 

1963 



46 12 

45 96 

99-65 

19S4 

. 

. . 

49-12 

48-89 

99-53 

1965 

. 

• • 

9I-83 

88-55 

96-43 

19S6 SePt. 30 

• 

• 

no-16 

107-87 

97 92 

—-1 


♦Some investments are not quoted in the market; in those cases book value ha 
been taken. 

42 H.A.—28 
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157. The fall in market-price as related to purchase price partly 
appears due to the policy to invest only in Government securities 
and Government undertakings’ fixed interest yielding securities 
except the investment of Rs. 6-25 lakhs in the Unit Trust of India. 
The rate of interest in those securities is between 3i per cent to 
5\ per cent. Due to general rise in interest rates, the interest rate 
on new issues by the Government of India is higher than in the pre¬ 
ceding years which is partly responsible for fall in the market price 
of Government securities bought in earlier years. As long as rate 
of interest will go on increasing on new securities, it is most likely, 
that the market value of old fixed interest yielding securities will 
continue to fall. Therefore, investing in fixed, yielding government 
securities only may cause some loss to the Corporation, if at any 
time, the Corporation is forced to sell securities for meeting ex¬ 
ceptional claims. So it may not be the best policy to put entire or 
most of the money i'n fixed interest yielding securities. 

158. The rate of return on the basis of book value has increased 
over a period of years due to higher interest on new securities. 
But even then, in 1966 the average rate of return works out to 681 
per cent. The rate of interest is lower than 7£ per cent which is 
possible to earn from five year fixed deposits with the State Bank 
of India or other scheduled banks and in case of State Bank of 
India the money is probably as secure as in Government securities 
and more liquid, being of shorter repayment period than Govern¬ 
ment securities. Considering this fact, it may be advisable to put a 
sizeable percentage of investible funds in 5 year deposits with the 
State Bank of India and other major Indian scheduled banks and 
foreign exchange banks in India. Besides higher earnings, deposits 
with banks may also help indirectly to increase the business of the 
Corporation. 

Return on Long-term Investments 

(Rupees lakhs) 
Income Income 

Year Invest- from In- % p.a. 

ments vestments- 

(before 3 as% of 2 
deduction 
of tax) 
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Short-term Investments 

159. The short-term investments as per cent of total investments 
have continuously increased from less than 2 per cent in 1960 to 28 
_per cent i'n 1965 which has greatly increased the liquidity of the 
Corporation. Till February, 1964, the ECGC was free to keep de¬ 
posits with any bank it liked. For this, the Board had approved 
the banks where term deposits could be kept. The banks have 
been divided into two groups (Group A consisting of 6 banks and, 
Group B consisting of 17 banks). It is strange that the Directors 
have not fixed maximum limit for deposits in any bank but only 
minimum limit which is Rs v . 1 lakh for each A-group bank and 
Jts. 50,000 for each B-group bank. The current accounts are main¬ 
tained with three banks for purpose of convenience. 

160. The above policy of keeping deposits in banks was working 
well before the directive was issued in March 1964 by the Ministry 
of Finance that State-owned Corporations and Companies, etc. should 
mot maintain current/fixed deposits with commercial banks other 
than the State Bank of India and its subsidiaries. The ECGC has 
not so far shifted its funds from other banks to the State Bank 
of India because the Corporation feels, that it is more convenient 
and beneficial in attracting new business. 

161. The policy of investing funds only with the State Bank of 
India appears to be guided by the consideration, that State orga¬ 
nisations should deposit their money with State-owned banks only. 
In a commercial organisation like ECGC whose progress needs 
support of all banks for its growth of business (both for policies and 
guarantees), it will be unbusiness-like to show any special favour 
to the State Bank of India, on the consideration, that it is owned by 
the Government. Moreover, at present the State Bank of India 
is not giving enough business to ECGC. The only guiding factors 
for the Corporation in depositing its funds should be safety, conve¬ 
nience, rates of return and repercussions of the policy on its business. 

Suggestions for Improvement 

(i) The Corporation should not invest only in Government secu¬ 
rities or Government-owned banks. The policy should be more 
flexible consistent with safety and return. 

(ii) The directive to keep deposits only with the State Bank of 
India and its subsidiaries should be withdrawn as far as ECGC is 
concerned. 
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(iii; The Board should fix the maximum amount which may 
be deposited with each bank, considering safety and repercussions 
on Corporation’s business. 

(iv) The Corporation should consider to invest larger percentage 
of its funds in five-year fixed deposits with banks where yield is 
higher than in Government securities. 

(v) The Research Section or Accounts Section should regularly 
review the present investments, with a view to suggest shifts in 
current investments for improving yield. Further, an Investment 
Advisory Committee may be constituted to analyse the best avenues 
for Investment from time to time. 



Chapter 13 

FINANCIAL POSITION 

Capital 

162. The Corporation has an authorised capital of Rs. 5 crores. 
Out of this, subscribed capital is Rs. 2-5 crores and paid-up capital 
Rs. 1 crore. Considering the business, paid-up capital appears very 
low. The risk ratio to capital in India is 45:1 which is much higher 
than other countries given below except Israel. 

■Risk Ratio to Paid-up Capital in Certain Credit Insurance Corporations 


Canada 

• 8*7: i 

U. K. • 

. 25 : r 

Australia 

. 37 : 1 

Israel 

50:1 

India 

• 45 '• 1 


163. As the liability of the Government of India is limited to 
subscribed capital, the amount of capital appears very low and there 
is a strong case for increasing the capital base. This is needed to 
-bring capital more in relation to business and help the Corporation 
to expand business as the total value of business has been restricted 
as a ratio to capital. If the Corporation has bigger capital base, it 
may also help to perform some of those functions (as providing 
supplementary credit) which are not being performed at present.* 
Reserves 

164. The reserves of the Corporation are very small, considered 
to the large risks it covers, as would be observed from the follow¬ 
ing statement: 


Reserves of the Corporation at the end of period 


Year 

(1) 



Reserves 
(Rs. lakhs) 

(2) 

Risk co¬ 
vered 

Value (Rs. 
crores) 

( 3 ) 

(4) 

1957-58 




• . 

1-31 

, , 

1958-59 • 




2-44 

7-35 

o -33 

i 960 . 




1-73 

6-96 

0-25 

1961. 




4-70 

12-01 

o -39 

1962. 

• 

• • 

• 

9-54 

20.69 

0.46 

1953. 

. 

. 

• 

9.03 

29.45 

0.31 

1964. 




14-24 

34-96 

0*41 

1965 . 

• 

• 


21-93 

55-04 

0-40 


• See Chapter 2. 
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It will be observed from the above figures, that reserves are not 
keeping pace with the development of business. The total amount 
of reserves is also very low at Rs. 22 lakhs and considering the 
liability, it is far low. They can be wiped off in no time, if in any 
one year there are large claims; and so even the little capital may 
be eroded. The reserves are low due to low profitability which Has 
been analysed at some length i'n the following discussion. 
Profitability 

165. The premium income, total income and profitability of the 
Corporation have considerably improved during 1960—65 (Table 11 
in the end of the case study report). The premium income has gone 
up from Rs. 2-36 lakhs in 1960 to Rs. 13 45 lakhs in 1965. During 
the same period, total income has expanded from Rs. 4-37 lakhs to 
Rs. 19-05 lakhs due to higher premium income and also rise in 
interest earnings with the enlargement of paid-up capital and 
reserves. 

166. Along with the rise in income, administrative expenses have 
also increased. But with the expansion of business, expense ratio 
to premium income has declined from 96 per cent in 1960 to 45 per 
cent in 1965 which is a matter of great satisfaction. However, when 
one compares administrative expenses of ECGC with similar cor¬ 
porations in foreign countries, the expense ratio in India appears 
too high as would be observed from the following figures. In 1965, 
except Australia and U.K. expense ratio in India is two to four 
times of other countries. 

Administrative Expenses as per cent of Premium Income in Credit 
Insurance Organisations of Certain Countries on Comparable 
Basis 


Administrative Expenses as % to 

Country premium Income 


1962 

1963 

1964 

1965 


Australia 

• 

• 

• 

• 

77-4 

67-0 

60-4 

55-4 

Canada 





24*7 

34*1 

13-7 

21*1 

Israel . 

• 




23-3 

31-3 

20*4 

II-6 

Sweden 

- 




17-5 

22-9 

24-1 

21-9 

United Kingdom . 




17-3 

32*4 

27-2 

42 -y 

India . 

. . 




63'4 

63*3 

59-3 

46*4 
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167. The higher ratio for India is mainly due to lower business, as 
discussed in earlier Chapters. Therefore, the greatest possible 
efforts should be made to increase the business. The lower rates 
of premium in India are also responsible to a certain extent for 
higher expense ratio to premium income. 

168. The gross profit (i.e. profit before claims, depreciation and 
taxation) as related to owned resources (capital plus reserves) had 
been very low till 1961. There has been some improvement in lat¬ 
ter years and by 1965 gross profit was 10-63 per cent of owned re¬ 
sources. 

169. Profit before tax (i.e. profit after payment of claims and 
providing for depreciation) appears to be satisfactory in 1962, 1964 
and 1965 when it was between 8 to 9 per cent of owned capital. In 
other years, either there was loss, or profit ratio was very low. 

170. Part of the profit has been eroded by taxation. The net 
profit (profit after providing for taxation but before providing for 
reserves) has been low. In 1965, it was only 6 per cent of owned 
resources. In earlier years also except in 1964, and 1962, it wa$ 
very low. Considering the need to build reserves to meet contin¬ 
gencies and general rate of interest in the money and capital mar¬ 
ket, the net profit ratio to owned resources appears very low. 

Suggestions for Improvement 

(i) The Corporation though, is not a profit-making organisation, 
the rate of return should be commensurate with the general mar¬ 
ket rates after providing for reserves. For this, the Corporation 
should examine its insurance rates policy. After devaluation there 
was good opportunity to increase the profitability by maintaining 
the old rates of insurance, but by reducing its rates, the Corpora¬ 
tion missed this chance. 

(ii) More than revising the insurance rates, the maximum em¬ 
phasis should be to increase the volume of business for which there 
is considerable scope by the methods suggested in other Chapters. 

(iii) Investment policy should be more realistic, and consistent 
with safety should be return-oriented. 

(iv) Capital of the Corporation should be increased. 



Chapter 14 

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 

Introductory: 

171. The Export Credit and Guarantee Corporation (ECGC) was 
established in January 1964 to provide credit insurance to exporters; 
to provide guarantee to banks and other financial institutions with 
a view to help exporters to get credit from them; to provide sup¬ 
plementary credit to exporters and to perform other functions as 
may help in promotion of exports through export credit and gua¬ 
rantees. 

172. The objective of this study was to find out with the help 
of case studies the working of the Corporation and suggest methods 
for improvement. 

FINDINGS 

All Functions are not being Performed: 

173. One of the functions of ECGC was to provide supplementary 
finance to exporters, which has not been provided so far. 

174. The ECGC has not taken enough pains to provide foreign 
exchange credit to exporters. It acted cnly as a coordinating 
agency. 

Shortcomings in Functions Performed: 

175. The risk covered in India in certain cases is lower than in 
other countries. 

176. The business in certain types of policies and guarantees is 
low or nil such as Post-shipment Credit Guarantee, Export Finance 
Guarantee and special policies. 

177. So far, most of the guarantee business is given by few banks; 
guarantees have not become popular with the State Bank and some 
other major banks. But enough efforts have not been made to 
get business from them. 

178. The assignment of ECGC policies has not become very 
popular with banks for providing post-shipment credit. 
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■Progress and Potential of Business: 

i 

179. The comprehensive shipment risk insurance business has 
considerably grown over a period of years. However, even in 196b 
only 2-8 per cent of exports were covered by ECGC policies as 
against upto 28 per cent of exports covered by credit insurance insti¬ 
tutions in foreign countries. 

180. The ECGC policies have become popular mainly in case ot 
■■exports to developing countries; coverage of exports to West Europe 
and other industrialised countries by ECGC policies is low. 

181. In case of certain countries, the Corporation does not cover 
risk and in other 18 countries covers risk with caution considering 
( political conditions and other factors. But 92 per cent of exports 
in 1965 were to such countries where the Corporation covers all 
risks. 

182. Considering various aspects it appears that thgre is poten¬ 
tial business of Rs. 160 to Rs. 200 crores out of which only business 
worth Rs. 55 crores has been covered by ECGC policies. This poten¬ 
tial can be further increased if some new policies can be introduced 
to cover limited political risks in case of exports against letters of 
credit or to associates after consulting bankers and exporters. 

183. The packing credit business has grown considerably from 
Rs. 1 lakh in 1960 to Rs. 31 crores in 1965. But so far it has become 
popular only with few banks. The business from number of banks 
is very low considering their size and importance. 

184. The three year policies are gradually becoming popular, 
chiefly in comprehensive risk policies accounting for 26 per cent 
of policies issued in 1965. The volume of work can be reduced further 
if larger number of policies are three year policies. 

CASE STUDIES 

Stages of Operations: 

185. The first stage of Corporation’s operation is to receive pro¬ 
posals, issue of acceptance letters, receive confirmation letters from 
the exporters/bankers and issue of policies/guarantees. In the 
second stage, the credit limits have to be approved against the 
potential foreign buyers. In the third stage the policy / guarantee- 
holder does the business and sometimes exporters assign policies 
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to banks to get finances from them. After the goods have been ex¬ 
ported or the bank has given credit to the exporters actual ship¬ 
ments/credits are reported to the Corporation. This is done with 
a view to keep check on the business and charge the premium due 
to the Corporation. If there are some defaults in receipts of pay¬ 
ments at due date, policy/guarantee-holders are required to submit 
Default Declaration to the Corporation and thereafter act accord¬ 
ing to the advice of the Corporation to recover the amount. If 
payment is not received from the debtors on due dates, (after a 
stipulated period in the policy) claim can be filed with the Cor¬ 
poration to get the percentage of loss covered in the policy or the 
guarantee. But even after claim payment by the ECGC, the re¬ 
covery proceedings have to be continued/instituted by policy/ 
guarantee-holder as per advice of the Corporation. 

186. For all these operations, a procedure has been laid down 
and power of various officers have been fixed for different purposes. 
Each case has to go from the lowest level of officer (UDC) till it 
reaches the officer who has the power to take decision on it. 

187. In order to examine the shortcomings of the present pro¬ 
cedures with regard to cliental satisfaction, time taken, and to 
suggest method of improvement, case studies were carried out with 
the help of files in the office of the ECGC. The findings of case 
studies in brief are as under: 

Issue of Policies: 

188. There has been not a single case where Corporation had not 
accepted the proposal for insurance. 

189. The contribution of various officers in deciding the limit of 
policy is not significant. In majority of cases UDC’s recommenda¬ 
tions have been finally approved. This suggests that there has been 
a little contribution at various levels; even then a proposal has to 
pass through number of hands. 

190. All the proposers are not serious to get the credit insurance. 
Number of proposals dropped is quite large in some years after 
ECGC had agreed to insure. In some other cases exporters respond 
long after issue of acceptance letters (upto 79 days in cases studied). 

191. There is no delay in issue of acceptance letters; most of the 
letters were issued in a week’s time. 



483 


192. There are some cases of delays in the issue of policies after- 
the receipt of confirmation from the exporters. In some cases upto 
3 months have been taken in the simple operation. The time taken 
is more when acceptance letters are issued by the branch. There 
is also delay in cases where number of officers have to sign the- 
policy. Due to delays, number of proposals remained pending for 
issuance of policy after receipt of confirmation letters. 

193. There have been delays in despatch also both of acceptance 
letters and policies. 

194. The overall time taken in issue of fresh policies has varied 
between 7 to 89 days from the date of receipt of proposal till the 
despatch of policy. Generally time taken is much less in renewal 
of policies because of simplified procedure- 

195. Some cases have come across where policy-holders were not 
satisfied with the service and therefore wanted to withdraw the 
policy but enough attention was not paid to these cases by the 
ECGC for finding the reasons of dissatisfaction. 

Issue of Guarantees: 

196. Issue of guarantees is much faster than of policies; most of 
the packing credit guarantees had been issued within 5 days of 
receipt of proposals. 

197. The time taken in case of post-shipment guarantees is longer; 
upto 34 days in cases studied. 

Sanction of Credit Limits: 

198. The fee charged for credit limit applications has no relation 
with the actual cost to the Corporation of the same. 

199. The volume of work is heaviest in this Section. In 1965, 
7,304 applications were received for credit limit. The volume of work 
has considerably increased after devaluation because limit was not 
increased automatically to cover the additional rupee value result¬ 
ing from devaluation. There are nearly 30,000 files on the status 
of parties many of which had no business for quite some time and 
has created problem of handling and space. 

200. Some of the officers particularly at the top have little past 
experience or background with regard to the assessment of credit- 
worthiness of parties. 
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201. The time taken in sanctioning of credit limit is very long 
1 to 3 months in large number of cases and upto nine months in 
some cases. The delay is largely due to time taken in receipt of 
bank/agency reports from abroad about the financial position of 
-the buyer. However, some of the delays are avoidable by proper 
guidance to applicant and improving the method of processing 
-application within the office of the Corporation. 

202. It appears that exporters are not fully satisfied by the ser¬ 
vice and they have to send letters and telegrams to the Corporation 
for expediting in the matter of sanctioning of credit limits. 

203. It appears that in some cases the Corporation is over¬ 
cautious and in some others over-liberal in sanctioning the limi*.. 

204. Cases of refusal of credit limit are few but in number of 
cases limit sanctioned is lower than requested by the exporter. 
There are cases where exporters had to apply for further limit soon 
-after getting the sanction of original limit applied for. 

Assignment of Policies: 

205. The assignment of policy has taken upto 20 days. Consider¬ 
ing the procedure, time taken appears excessive because of which 
banks are not fully satisfied. 

Declaration of Shipments: 

206. The Corporation receives as many declaration forms as the 
number of policies (1358 at present). In case of guarantees 400 to 
500 declarations are received every month. 

207. Very few exporters file the declaration in time. Some ex¬ 
porters do not send the premium due to the Corporation along with 
the declaration which causes some loss of interest to the Corpora¬ 
tion. 

208. The Corporation at present has no system of checking that 
all the shipments and credits have been declared and therefore it 
is not sure whether all the premium due has been paid. 

209. In the disposal of declarations received, sometime there are 
delays. Upto 42 days have been taken in cases studied due to sud¬ 
den rush of work, shortage of premium received and/or dispute with 
.the policy/guarantee-holder. 
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Claims and Recoveries: 

210. Claims paid as per cent of premium income are very higfa-. 
(42 per cent since inception to September 30, 1966). 

211. The net claims ratio to premium income is also quite high. 
(33 per cent for packing credit and 22 per cent for other insurance 
and guarantees) 

212. The highest default had been that of protracted default ( 49 - 
per cent of all defaults upto September 30, 1966). There was also 
heavy default in transfer of funds to India (36 per cent of total de¬ 
faults) all of which was from developing countries. In other types 
of default, considerable percentage was from industrialised coun¬ 
tries also. 

213. The Corporation does not maintain any statistics about the- 
claims rejected and therefore it is not possible to find out what 
percentage of claims are rejected. Studies from files suggest that 
all rejections are on technical grounds. 

214. Strictly stating there is no trend of claims paid as per cent, 
of risk covered but in case of comprehensive risk policies there 
appears to be some gradual reduction in the ratio. 

215. Under the present rules, policy/guarantee-holder has to- 
wait upto 6 months from the date of payment from debtors when 
he can claim the loss from the Corporation which appears on the 
high side. 

216. At present, generally the corporation does not issue clainv 
forms unless it has already agreed to accept the claim which does 
not appear fair. 

217. The Corporation requires that all proceedings for recove¬ 
ries should be carried out by policy-holder according to the advice 
of the Corporation. The exporters are not satisfied with this pro¬ 
cedure and wants that the Corporation should take over the work 
of collecting debts. The procedure also leads to lot of correspon¬ 
dence and delay in taking action against foreign debtors. 

218. The time taken in disposal of claim cases is often long. Even, 
in rejection cases on the technical ground it took 1 to 3 months to 
dispose of cases. In cases where claims were accepted it took 7 to 16 
months for making payment from due date from the debtor which 
has very much reduced the effectiveness of ECGC policies. 
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219. It appears from certain notes on files that the Corporation is 
more sympathetic in accepting claims from bigger clients parti¬ 
cularly when amount of claim is small. 

Development of Business. 

220. It appears that enough and proper emphasis is not being 
given for development of business. The Executive Officer in 
charge of Development Section has very little powers such as he 
•cannot appoint brokers or finalise the material for publicity. 

221. The present method of publicity where main emphasis is 
on press publicity appears to be unrealistic. 

222. No targets of business are fixed for the Corporation, and 
branches and there are no special incentive schemes to reward offi¬ 
cers for getting more business. 

223. Number of brokers are very few and powers of branches are 
very restricted; most of the matters have to be referred to the head 
office. 

224 The husiness generated in Calcutta and Madras branches is 
far low considering their importance in export trade. 

225. At present main emphasis is to get business under existing 
policies. There is hardly any effort to find out the demand for 
new types of coverage. 

Statistics and Research Section: 

226. The main work of the Statistics Section is to code the Dec¬ 
laration Forms received from policy/guarantee-holders. It does not 
help in research. 

227. The Research Section has number of functions. But at pre¬ 
sent very little research is being done to help and guide the mana¬ 
gement in assessing the performance of the Corporation as related 
to exports and suggest measures to increase its business by study¬ 
ing the needs in India and practices prevalent abroad. 

Investment Policy: 

228. The present policy is not conducive to the best interest of 
the Corporation. All investments are in fixed-interest-yielding 
(Government securities or in Government enterprises. 
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229. Gradually larger percentage has been invested in short- 
terms deposits (27 per cent in 1965 against 0.5 per cent in 1960) with 
various scheduled banks. A directive from the Government requir¬ 
ing that all deposits should be in the State Bank of India and its 
subsidiaries is not in the best interest of the Corporation. 

230. At present there is no adequate machinery to study and re¬ 
view the present investment and find out best avenues of invest¬ 
ments of surplus funds generated from time to time. 

231. The market value of investments as per cent of purchase 
price has gradually come down from 101 per cent in 1960 to 98 per 
cent in 1965. 

Financial Position: 

232. The risk covered ratio to capital for ECGC at 48 : 1 is much 
^higher than in similar other institutions in foreign countries. 

233. Reserves of the Corporation to risk covered are very low 
(O’4 per cent in 1965). 

234. The expense ratio of ECGC to premium income at 46 per 
cent in 1965 was more than double of same similar institutions 
abroad. 

235. Considering the need to build reserves for meeting contin¬ 
gencies and general rate of interest prevalent in the money and 
capital market, the net profit to owned resources is very low (6 per 
cent in 1965). 

SUGGESTIONS FOR IMPROVEMENT OF WORKING 

Increase the Business: 

236. The most important need for the Corporation is to increase 
its business by covering larger percentage of exports and helping 
exporters to get more pre-shipment and post-shipment credit from 
banks and other financial institutions on the support of its policies 
and guarantees. For this purpose following, measures should be 
tfaken. 

(i) The Corporation should think seriously to provide sup¬ 
plementary credit whenever required (both the rupee 
finance and foreign exchange); the responsibility which 
the Corporation has shrugged so far. 
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(ii) The Government of India should underwrite the risk to« 
the Corporation in cases where the Corporation consider 
the risk excessive. 

(iii) The percentage of risk covered in existing policies should, 
be increased to the level of other countries after proper 
scrutiny and study, particularly, in case of those guaran¬ 
tees and policies which have not so far become popular.. 

(iv) The Corporation should agree in all cases when request¬ 
ed by the policy/guarantee-holder to carry out the re¬ 
covery proceedings itself. In order to help the Corpora¬ 
tion to carry this function effectively and speedily the 
Reserve Bank of India should give it general permission 
to file cases against foreign buyers whenever the Cor¬ 
poration deems it so necessary. ECGC may also be given 
some blanket foreign exchange permit each year to meet, 
the cost of litigation and should not be required to seek 
permission each time like individual exporters. Simi¬ 
larly, for settling claims it may be given general permis¬ 
sion with certain safeguards. 

(v) The Development and Research Sections should study 
the need and feasibility of introducing new types of poli¬ 
cies and guarantees instead of counting upon existing 
schemes alone for increasing business. 

(vi) It appears that there is some scope to get business even 
when sales are against the letters of credit or to associates 
because even in such cases there is some element of poli¬ 
tical risk. 

(vii) Banks should be encouraged to provide larger post-ship¬ 
ment credit by covering larger percentage of risk in post¬ 
shipment guarantees. Moreover, banks should be allowed 
to file claims directly. 

(viii) In order to make policies/guarantees more popular, the 
time lapse required before one can file the claim with 
the ECGC should be considerably reduced, particularly 
when policy has been assigned to the bank. 

(ix) The development of business should be given more im¬ 
portant place and it should be in the charge cf officer 
who had higher status and good background of public re¬ 
lations so that he can build personal contacts with ex¬ 
porters and bankers. 
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<x) The -main emphasis in getting new business should be on 
personal contacts rather than on press publicity. 

<xi) Number of field officers and brokers should be increased 
particularly in up country towns and they should also be 
responsible for guiding and advising the clients. 

(xii) Target of business should be fixed for each type of 
policy/guarantee for the Corporation and field officers 
and brokers. Similarly, considering the export trade with 
different countries and regions target of business should 
be fixed for each regioh and major importing countries 
from India. 

(xiii) An effort should be made to solicit larger business from 
those Government undertakings who do considerable ex¬ 
ports and banks who are not patronising to the full ex¬ 
tent. Targets may be fixed for business with major 
banks and exporters. 

Reduce the Delays: 

237. The study of present procedures and cases suggest that there 
is considerable delay in certain operations, particularly in sanc¬ 
tioning of credit limit and payment of claims. These delays hap¬ 
pen due to present procedures, lack of understanding both by the 
-exporters and the staff of the Corporation and various matters in¬ 
volved. In order to improve the functioning of the ECGC and pro¬ 
vide more efficient service to exporters, the following steps should 
be taken in regard to various operations. 

Issue of Policies and Guarantees: 

238. (i) Proposal Form of fresh policies should be simplified and 
exporters may be asked to mention the amount of limit 
which they desire rather than details of past and antici¬ 
pated shipments. 

(ii) The bank report on the party should not be insisted for 
issue of poTicies and practice of checking with the list of 
registered exporters should be given up. 

(iii) Office note should contain only the recommendations. 

(iv) The number of officers between the UDC and final sanc¬ 
tioning -officer should be only one to check the details 
rather than passing it through the whole ladder. 

42 H. A.— 29 . 
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(v) The system of issue of Acceptance Letters by the ECGC 

and confirmation letters from exporters should be givem 
up unless the premium rates to be charged are different 
from standard rates. 

(vi) All policies should be signed by the Executive Officer 
and/or Assistant Secretary once- the proposal has been 
approved by others according’ to their powers. 

(vii) Powers of officers at various levels shoirid be increased to- 
accept proposals. 

(viii) All branches should be given powers to accept proposals 
and to issue policies within certain specified limits. As; 
there is no Officer on Special Duty, his powers should bo 
delegated at lower levels. 

Sanction of Credit Limits: 

239. The time taken in the disposal of credit Unrt applications 
which is very long (upto 9 months in cases studied)- should be con¬ 
siderably reduced through following measures: 

(i) Policy-holders should give the names and addresses of 
perspective buyers wherever possible along with the 
"proposal form” or earliest possible. 

(ii) ECGC should collect the information about foreign buy¬ 
ers even without receiving the formal credit limit appli¬ 
cation for as many foreign buyers as possible. 

(fii) In case of small credits, limit may be sanctioned with¬ 
out bank report. In other cases where limit is not too 
large and the Corporation had good, experience with the- 
buyer in last two years, no fresh, report should be called, 
if the existing report is not more than two years old. 

(iv) Larger number of cases should be referred to credit 
agencies, as they are faster in responding than banks. 

(v) Those files which had no business should be continuously 
eliminated and only control cards should be prepared for 
them. 

(vi) Officers of the Status Section and higher officials should 
study the procedure followed' in other similar institu¬ 
tions with a view to improve procedure in India. They 
should also be trained in banks at home and foreign cre¬ 
dit Institutions. 



(vii) Credit limit sanctioning powers at various levels should 
be enhanced and no file should be required to need the 
approval of more than two officers. 

Acceptance of Claims: 

240. Claimant should clearly be explained the documents which 
he is required to submit so that correspondence before evaluating 
the claim may be reduced. 

(i) Some powers should be delegated to officers other than 
the Managing Director to accept small claims to reduce 
the time taken in disposal of cases and powers of the 
Managing Director should be increased particularly after 
devaluation. 

(ii) The procedure in the office to examine claim applications 
should be simplified. 

(iii) Officers in the Section should be trained in the proce¬ 
dures of export trade and foreign exchange transactions. 

Recovery; 

241. Recoveries to gross claims paid had so far been nil in the 
case of packing credit and 46 per cent in other cases. Probably re¬ 
covery may be higher if the Corporation itself institute recovery 
proceedings as suggested earlier. 

(i) Indian Embassies should give better and speedier atten¬ 
tion to the Corporation’s inquiries and request for assist¬ 
ance which may help in speeding up recoveries and also 
may help in larger percentage of recoveries. 

Improve the Efficiency: 

242. Certain other steps such as the following ?re also needed to 
improve efficiency of the Corporation. 

(i) Three-year and longer-term policies should be made more 
popular. 

(ii) Various ‘Forms’ of the Corporation for internal use and 
for clients should be simplified and should contain only 
such information which is actually rt quired for taking 
decision. 

(iii) Officers at all levels should be given proper training spe¬ 
cially required for the type of work they handle and all 
should have more business-like approach thau at present. 
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(iv) The possibility of mechanisation of certain operations 
should be examined from now itself to avoid difficulties 
at later stages, when business expands. 

(v) The despatch should be streamlined where there have 
been delays. No material ready for despatch should be 
delayed even by one day. 

(vi) The maximum emphasis should be given for clienlal satis¬ 
faction and when a policy/guarantee-holder is not satis¬ 
fied, full inquiry should be made for reasons of dissatis¬ 
faction. 

(vii) The Research Section should play greater role in help¬ 
ing the management to keep control on the working of 
the Corporation. 

(viii) Procedures for various operations of similar institutions 
abroad should be studied to streamline the procedures of 
the Corporation and improve its efficiency, particularly 
in case of sanctioning of credit limits, acceptance of 
claims, recoveries and development of business. 

(ix) Statistics and Research Section should be merged and 
there should be better coordination of them with, the 
Development Section. 

Improve the Financial Position: 

243. The above suggestions will go a long way to improve the 
financial position also. However, in order to implement some of 
the above suggestions and to improve profitability by other mea¬ 
sures following suggestions should also be considered. 

(i) The capital of the Corporation should be increased to 
bring it more at par with the business and enable it to 
provide supplementary credit to exporters. 

(ii) The chief criterion in investment should be safety and 
return rather than liquidity. The Corporation should 
not invest only in Government securities or Government- 
owned banks. The policy should be more flexible, con¬ 
sistent with safety, return and repurcussion on Corpora¬ 
tion’s business. 

(iii) The Corporation should think to invest larger percentage 
of its funds in 5 year fixed deposits with banks on which 
return is higher than on Government securities. 
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(iv) For opening current account or keeping fixed deposits 
it should not be insisted upon by the Government that 
account should not be opened in banks other than the 
State Bank and its subsidiaries. 

(v) The insurance rate policy should be so revised that rate of 
return is commensurate with general interest rates and 
enough profit is earned to provide for reserves to meet 
contingencies. 

(vi) Some system should be evolved with the cooperation of 
the Reserve Bank of India and the customs authorities to 
have sample check of shipments made by policy-holders 
to ascertain that all shipments have been declared. 
This will help in increasing the premium income. 

(vii) The fee charged for credit limit applications should be 
consistent with the cost; at least it should cover the fee 
charged by foreign credit agency and foreign postage 
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Table a 

BANK FINANCE AVAILED OF BY INDIAN EXPORTERS AGAINST ECGC 
POLICIES AND GUARANTEES 

Bank Finances Availed of (Rs. crores) 

'Year Assignment P.C. P.S. Export 2 as per. 

of Guarantees Guarantees Finance cent of 
Policies Guarantees risk value 


i960 


2-37 

O-OI 

a • 

, , 

34*^5 

>1961 


3 20 

0-54 
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26*64 

1962 

•* 
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-£•58 

•• 

• • 

12-13 

1963 • 

•• 

4-12 

3'95 

•• 


13-99 

1964 

■ • 

4'20 

■17-68 

O-II 


12-01 

=1965 


5 ‘ 7 i 

30-93 

i-80 

• • 

10*4* 

1966 up to Sept. 

- 

4-ij 

28-44 

O'72 

• • 

8*48 



5 6 
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Table 3 

STATEMENT OF POLICIES ISSUED 


Ye*r 

Number 

One year Three year 

Total 

L Shipments (Compr*k*n$ivc Risks) Poticy 

1963 * . • 

514 

32 

546 

1964 . . • 

78a 

82 

862; 

1955 •••»•*»•■•■ 

82S 

286 

tiro 

1966 (up to Sept.) 

44* 

2»8 

711 

II. Shipments (Political Risks) Policy 

*963 . 

14 

9 * 

14 

1964 ’•■#••• . 

12 

-• 

12 

105. 

13 

4 

*7 

1966 (Upto Sept.). 

T 

J 

12 

III. Contracts (fiontprehmsioe Risks) F oliV.y 

1963. 

9 

I 

X® 

1964 .•*■■■■ . . 

6 

2 

* 

I965 *.►•••* 

9 

5 

14 

1966 (Upto SepO. 

t 

• * 

I 

IV. Contracts (Political Risks ) Policy 

1963 . <L 

2 

• » 

2 

1964 . . • * . 

t 

•• 

rr 

1965. 

•• 

- 

• 

1966 (upto Sept.) ...... 
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V. Specific Shipments PoUeics 

.. 

... 


* 

1964. ... 

... 

- 

l 6 

1965. 

... 

*• 

21 

1966 (Upto Sept.) 

" 

" 

19 







Table 4 

RISK VALUE QF SHIPMENTS AND CONTRACTS AS RELATED TO EXPORTS 
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Table 6 

PROGRESS OF WORKING WITH REGARD TO GUARANTEE 
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* Register i are not maintained for rejected claims. 
t*Jh|s represents the Corporation’s liability only. 
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Table—9 

LIST OF BROKERS APPOINTED BY ECGC 

'Bombay ............ 10 

Delhi.. 2 

. Amritsar ' 1 

Kanpur 2 

Varanasi • 1 

Surat .. 2 

Bhavnagar * . 1 

Calcutta ........ .... 7 

'Pul i ^ np . . . . . . . ^ 

« 

Pondicherry.„ 1 

Madras ...... . 7 

ABeppey . . . ... 2 

Qufloo. . t 

Cochin.. : ..... t 

. Hyderabad «... 1 

Guntur.. U- . . .. t 

Bangalore .... ... 1 

iFaridabad ..... ... t 

Total , ... 46 














branch-wise break-up of policies and guarantees issued and their maximum liability for the period 

1960-1965 

(Maximum Liability (ML) in Rs. lakhs) 
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FINANCIAL POSITION OF ECGC 1960-1965 
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(Amount in Rs. iakb*) 
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APPENDIX IV 


A CASE STUDY ON THE WORKING OF THE INDUSTRIAL, 
DEVELOPMENT BANK OF INDIA AND THE INDUSTRIAL 
FINANCE CORPORATION OF INDIA 

The purpose of this study is to examine the working of the two> 
most important industrial financing institutions of the country, 
namely, the Industrial Development Bank of India (IDBI) and the 
Industrial Finance Corporation of India (IFC). As desired by the 
sponsor of the study—the Administrative Reforms Commission— 
it is confined to three aspects of these institutions, contained in the- 
following questions : 

(i) Do these institutions serve the larger national objectives, 
of the country’s Plans, particularly; (a) rapid rate of 
economic development, (b) regional balance in develop¬ 
ment, (c) wider base of entrepreneurship that helps- 
reduce economic inequalities? 

(ii) How far do these institutions serve the specific functions, 
for which each was set up under the Statute? 

(iii) What is the administrative and procedural efficiency o£ 
these Organisations? 

Methodology of the Study 

2. The investigation is based primarily on case studies of selected?, 
industrial projects that approached these institutions for assistance. 
Besides those which did receive financial assistance of one type or 
the other, some others whose applications were rejected, for any 
reason, have been included in the study. A sufficiently large number 
of applicants was selected to ensure the representation of different: 
industries, regions and project sizes. In addition to twelve such 
detailed case studies, a large number of other files relating to a- 
variety of industrial projects were consulted in order to study 
specific aspects of the working of the Institutions. We had also the- 
benefit of discussions on both policy and .procedural matters with 
the executives of the Institutions. 
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THE INDUSTRIAL DEVELOPMENT BANK OF INDIA 

3. The IDBI is a young institution, set up on July, 1, 1964. The 
Industrial Development Bank of India Act, 1964, spells out a wide 
range of functions or “business” of the Bank, which may broadly 
he classified into the following categories of assistance: 

I. Function.—(i) Direct loans to industrial units, whether in 
the private or the public sector (although so far the Bank 
has confined its assistance largely to private enterprises). 

(ii) Refinance of industrial loans and export credits extended 
by other financial institutions, scheduled banks or State 
co-operative banks. 

r(iii) Underwriting of, or subscription to, or pui chase of, the 
shares, debentures etc. of industrial concerns. 

>(iv) Subscription to or purchase of the shares, bonds, etc. of 
the other financial institutions. 

(v) Rediscount of the bills and promissory notes of industrial 
concerns. (This type of assistance is at present designed 
primarily to assist sales of indigenous machinery and 
agricultural implements on deferred payment basis). 

<vi) Guarantee.—(a) Deferred payments due from any indus¬ 
trial concern; (b) loans raised by industrial concerns in 
the public market, from any financial institution, schedul¬ 
ed bank or State cooperative bank; (c) the obligations of 
the other financial institutions, scheduled banks or State 
cooperative banks in connection with their underwriting 
of the issues of any industrial concern. 

(vii) Promotional Activities of the Following Types —(a) Plan¬ 
ning & developing industries to fill up the gaps in the in¬ 
dustrial structure of the country; (b) providing technical 
and administrative assistance to industrial concerns, or 
any person; (c) undertaking research and surveys on 
marketing and investments and techno-economic studies 
for Industrial development. 

4. The functions of the IDBI thus cover a wide range of opera¬ 
tions, much wider than that of any other industrial financing insti¬ 
tution. It has not yet developed the promotional activities, men¬ 
tioned above, it having so far been providing the different types of 
financial assistance. 
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5. The financial activities of the Bank may be grouped in two* 
"broad categories: (i) direct assista^e to industrial concerns in the 
form of loans, underwriting, guarantees, etc. and (ii) assistance to 
other institutions to supplement their resources: (a) by way of re¬ 
finance, mostly to commercial banks but also to State Financial 
Corporations and State Cooperative Banks, and (b) by way of 
subscriptions to the share capital and bond issues of the State 
Financial Corporations. 

6. The special place of the IDBI in the whole structure of finan¬ 
cial institutions does not fully come out from the statutory provi¬ 
sions but it is evident from the Finance Minister’s statement in Par¬ 
liament at the time of the introduction of the Bill and also from 
his speech and that of the Chairman of the Bank on the occasion of 
its inauguration. It was then emphasised that the Bank would 
function as a central agency to coordinate the operations of the vari¬ 
ous financing institutions and to deal with “all problems or ques¬ 
tions relating to the long and medium-term financing of industry.’^ 
The Bank was thus designed not only to help industry directly and 
indirectly by assisting the other institutions but also by integrating; 
the activities of the various financial agencies. It was expected to 
take “positive measures which give it the opportunity of not mere¬ 
ly responding to other people’s needs but also of taking an initiative 
and leadership”. This function of leadership in industrial financings 
for which it has been termed the apex institution, should be borne 
in mind in assessing its performance. 

7. It should also be noted that the Bank has a special role to play 
in the development of certain new industries, which are of strategic 
importance for the development of important sectors of the econo¬ 
my and various other important industries and yet whose progress 
to date has been most inadequate. The more important examples, 
are: alloy and special steels, petro-chemicals and fertilisers. 

II. Internal Organisation and Appraisal Machinery of the Bank. 

8. The chart on page 475 gives the internal organisation and 
working strength of the Bank. The top executive who directs the 
Bank’s working is the Vice-Chairman who is also a Deputy Gover¬ 
nor of the Reserve Bank, but the final decision on the acceptance 
or formal rejection of applications is taken by an Executive Com¬ 
mittee of seven members, constituted by the Board of Directors* 
The Board consisting of 20 members is the same as the Central 
Board of the Reserve Bank of India. The Executive Committee 
sends its decisions to the Board for formal approval. 
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9. As shown in the chart, the Bank has four main departments, 
namely, Appraisal, Operations, Refinance, and Economic and 
Planning. 

10. For the technical appraisal of applications, ad hoc advisory 
committees are appointed from a panel of technical advisers. The 
Bank has only a small number of regular technical officers at pre¬ 
sent, two technical managers, three deputy managers and a part- 
time consultant. For technical appraisal of complicated and large 
projects, it has. therefore, mainly to rely oi the advice of ad hac 
committees. 

11. The Bank prefers th ; s system of appraisal to that of Standing 
Advisory Committees for different industries, adopted toy the IFC. 

12. All applications need not be referred to an ad hoc committee 
of industrial experts. In some cases involving small commitments, 
the recent appraisal by other institutions like the IFC for the assist¬ 
ance rendered by them may be considered adequate. 

13. The economic and lnancial appraisal is conducted by the in¬ 
ternal staff in great detail particularly for cash flow analysis ana 
proptability estimates of the project over a number of years of its 
future progress. 

III. Financial Resources of the Bank 

14. : The paid-up capital of the Bank is Rs. 10 crores, wholly sub¬ 
scribed by the Reserve Bank of India. This was supplemented by 
a long-term interest free loan of Rs. 10 crores extended by the Cen¬ 
tral Government on its inception on July 1, 1964. Since then total 
borrowings from the Government amounting to Rs. 59.66 crores 
have been drawn (upto Nov. 30, 1966). 

15. For refinance facilities, the Bank has drawn Rs. 2.50 crores 
out of the PL 480 Funds; the Refinance Corporation for Industry, 
which was merged with the Bank, had earlier taken Rs. 33'50 
crores. All these loans amount to Rs. 105 66 crores; the rate of 
interest varying from 4 to 51 per cent, except for the initial 
interest-free loan. 

16. Furthermore, the Reserve Bank of India sanctioned Rs. 4‘6 
crores out of the National Industrial Credit (Long-Term Operations 
Fund) for the purchase of and/or subscription to bonds and shares 
of financial institutions and for other business of the Bank. The 
IDBI had utilised Rs. 3‘ 8 crores of this Fund upto the end of June, 
1966. 
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17. The Bank is authorised to raise resources by selling bonds 
and inviting deposits from the public but so far it has not tapped 
these avenues for supplementing its resources. 

IV. Overall Financial Operations 

18. During the two years of its operations from 1st July 1964 to 
30th June 1966, the IDBI gave net sanctions (gross minus those 
sanctions which lapsed) of Rs. 115.6 crores of which the largest 
part was direct loans to industrial units, amounting to Rs. 51.7 
crores; next in importance was refinance, Rs. 43.7 crores; the third 
in order of importance was underwriting of shares, debentures etc., 
Rs. 14.1 crores; followed by subscriptions to shares and bonds of 
State Financial Corporations, Rs. 3.8 crores, and rediscounting of 
bills amounting to Rs. 2.3 crores. In addition, the Bank gave 
guarantees for loans and deferred payments of Rs. 22.9 crores. 

19. The IDBI has already emerged as the largest among the spe¬ 
cial financing institutions, its assistance sanctioned in 1965-66 
(April-March) having amounted to Rs. 69.3 crores as compared 
with Rs. 43.5 crores by the IFC, Rs. 24.7 crores by the ICICI, and 
Rs. 25.3 crores by all the State Financial Corporations combined. 

20. A special mention may be made of the indirect assistance of 
the Bank by refinancing of industrial loans. A large number of 
applicants benefit from this type of assistance, the number being 
306 during the first two years. Of the institutions eligible for this 
facility, the commercial banks have had the largest share, 83.2 per 
cent in 1964-65 (July-June) out of a total amount of Rs. 24*6 crores, 
sanctioned for refinance, and 69*7 per cent of the total of Rs. 22*2 
crores in 1965-66. The State Financial Corporations have started 
av ailing themselves of this facility to a greater extent, their share 
having increased from 5.4 per cent in 1964-65 to 30.3 per cent during 
the last year. The IFC and the ICICI have not yet availed them¬ 
selves of the refinance facility. 

21. Most of the refinance has been sanctioned (76 per cent last 
year) to applicants for amounts below Rs. 25 lakhs each. In extend¬ 
ing this assistance, special consideration is given to technician entre¬ 
preneurs. The other considerations are that the project should be 
in a priority industry and the enterprise concerned must utilise its 
internal resources as far as possible. Preference is also given to pro¬ 
jects which are at an advanced stage and come only for residuary 
financing. The commercial banks do not always base their industrial 
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loans on these factors and tnat is why there are some rejections of 
applications by the IDBI. During the last two years, for example, 
twenty six cases were rejected mainly on considerations of the 
relative importance of the industries concerned.. 

V. Regional Distribution of Assistance Sanctioned 

22. Out of the total direct assistance of about Rs. 90 crores sanc¬ 
tioned by the IDBI upto 30th September, 1966 (excluding Rs. 6 20 
crores which could not be classified according to States), as much 
as 62.2 per cent (i.e. about two-thirds) has gone to industrial pro¬ 
jects in Maharashtra and Gujarat, the share of Maharashtra being 
37-1 per cent and that of Gujarat 251 per cent. The proportions of 
financial assistance to enterprises in the other States are: Andhra 
Pradesh 16 - 5 per cent; West Bengal 8 8 per cent; and Madras 8‘5 
per cent. The corresponding proportions for the rest of the States 
are much lower, being 1-4 per cent for Goa, 11 per cent for'Orissa, 
fi-5 per cent for Bihar and almost the same for Uttar Pradesh, 
between 01 and 0 - 2 per cent for each of the States of the Punjab, 
Mysore and Madhya Pradesh, 0-06 per cent for Rajasthan and 0-04 
per cent, for Kerala 

"VI. Time-Taken for Processing Applications 

23. We collected information regarding the time taken in pro¬ 
cessing applications for direct assistance in the form of loans and 
underwriting. For 67 applications sanctioned by the IDBI upto 
September 30, 1966, the following table shows the distribution of 
the applications by time-lag between the date of application and the 
date of sanction. 


Time-lag between the date of application and the date of sanction Number of appli¬ 

cations 


One month or less. 3 

1— 2 months. 7 

2- —3 3* «••••• II 

3“^ n .«•••* 22 

6—9 Si • 16 

9—12 „ ...... 7 

Over a year ....... r 


Total. 67 . 
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24. Thus about two-third of the cases were disposed of within 
six months. The time taken for disposal could have been cut down 
substantially, if the applicant furnished in the very first instance all 
the information needed by the IDBI to come to a decision. That 
this is not done and much valuable time is lost in obtaining full 
information is evident from the following table: 

Time-tag Between the date of ap¬ 

plication and date of 
receipt of full infor¬ 
mation 


Nil 

i month or less 

%—2 months 

2 — 3 

3 — <5 » 

6 —9 » 

9—12 „ 

More than one year 

37 37 

This table has been compiled only for those 37 cases for which the 
date of receipt of complete information was available. 

25. In only 7 of these 37 cases, the original applications contained 
the requisite information desired by the Bank. Of the remain¬ 
ing 30, in 16 i.e. more than half cases, the time lost in getting full 
information was more than three months. Once full information 
was received, however, the disposal was quick as the last column 
of the above table shows. Thus 20, or more than half the cases were 
processed within a month. Only in 6 cases (i.e. one-sixth), more 
than three months were taken for processing the application after 
receipt of full information. 

VII. Rejection of Applications for Assistance 

26. There have been only three cases ‘which were formally 
rejected by the Executive Committee. All these were applications 
for underwriting of small amounts varying from Rs. 7 to Rs. 9 lakhs. 
The reasons for rejection were valid in each case. In one, the 
management was not sound enough to inspire confidence; in another 
there were adverse features in the estimates of profitability of the 
project besides an unsound management and in the third case the 
Committee felt that since the Company’s Board consisted of leading, 
industrialists, they should themselves be capable of filling the small, 
gap in financial resources. 


(Number of applications) 


7 

4 20 

3 8 

7 3 

9 4 

. . . ^ 2 2 

4 


. . . ^ 2 2 

4 



Date of receipt of full 
information and date 
of sanction 
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27. There were 23 cases which were not treated as formal rejec¬ 
tions yet their requests could not be met by the Bank. The reasons, 
specified indicate genuine difficulties for which the Bank could not 
come forward to extend the assistance applied for. Such cases are 
classified into four groups according to their nature, as given in the 
table below: 

Nature of the cas e Number Type and total amount of as¬ 

sistance applied for 


(i) The technical and/or financial feasibility 
being in doubt, the applicants were ad¬ 
vised to improve upon their projects 
but they themselves decided not to 

pursue their applications ... 5 Underwriting—Rs. ii6 lakhs. 

(it) Withdrawn or not pursued by the ap¬ 
plicants, including those who were sanc¬ 
tioned assistance but did not avail them¬ 
selves of the sanction ... 15 Underwriting—Rs. 176 lakhs. 

Loan—Rs. 84 lakbs. 

Conditions imposed by the IDB 1 while 
sanctioning assistance were not comp¬ 
lied with by the applicants and assis¬ 
tance was, there fore, withdrawn . . 2 Underwriting—Rs. 40 lakhs. 

Loan—Rs. 133 lakbs. 


(iv) Applicant advised to approach the insti¬ 
tutions which had earlier assisted his 

project.1 Loan—Rs. 85 lakhs. 



Case Studies 


No. 1 

28. This project is very large, its estimated cost being more than 
Rs. 40 crores—the largest of the projects assisted so far by the 
IDBI. It is promoted by one of the top business groups in the 
country to set up a new petro-chemical complex in Maharashtra. 
The foreign collaborator is an outstanding international company of 
the U.K. and the plant, engineering and civil construction is 
entrusted to an engineering corporation of the U.S.A. 

29. The enterprise will manufacture some 15 organic and inorga¬ 
nic chemicals, most of which have not yet been produced in the 
country. It is expected to go into production in the latter .part of 
1967 or in the beginning of 1968 and attain full capacity by 1971-72. 
The products will include basic intermediates which will be supplied 
to a number of allied industries for further processing. There will 
be others that can be useful for export and for a substantial amount 
of import substitution. The importance of this project can be- 
realized from the fact that it is estimated to meet 30 to 40 per cent: 
of the chemical requirements of the country in the Fourth Plan. 
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30. Therefore, when the promoter approached the IDBI early in 
.-April 1965. the Bank considered this project to be eminently suited 
to receive its special attention. It satisfied the criteria of large 
size and strategic importance, which in practice, are considered to 
be most significant for the choice of projects by the IDBI. The 
formal application was submitted at the end of June 1965 and 
assistance sanctioned by the IDBI in October 1965 so that the whole 
case was processed and the requisite assistance sanctioned in • 
period of three to four months. It should also be noted here that 
the IDBI played a key role in associating the other financial insti¬ 
tutions with this project, in coordinating their activities for the pur¬ 
pose and in filling up the wide gap left after their commitments. 
The institutions involved were the IFC, ICICI, LIC and the State 
Bank of India. The institutions were approached simultaneously, 
several, inter-institutional meetings were held to arrive at quick 
decisions and all of them gave their individual sanctions, after the 
due technical-cum-financial appraisals, within three to four months. 
The representatives of the institutions and the administrative and 
technical staff of the enterprise met together to get various issues 
clarified. This quick disposal helped the enterprise to obtain the 
foreign loan which could be available on the conditions that the 
rupee funds were assured. 

31. The crucial importance of this integrated institutional 
-approach is apparent from the fact that altogether the financial 
institutions met about 35 per cent of the cost of the project, and in 
addition underwrote about 40 per cent of the share capital, most 
of which devolved on them due to poor public response to the issue. 
The IDBI itself financed the whole gap consisting of underwriting 
•of equity shares to the extent of Rs. 2-70 crores, out of which about 
Rs. 2*37 crores had to be taken up by the Bank, and also advanced 
a large loan of Rs. 7*5 crores 

32. The credit must also go to the enterprise for furnishing the 
requisite information promptly. At one time full information on 
some 50 complicated questions was furnished by the company in less 
than a fortnight. 

33. The main point to note in this case is that, when a project is 
of large size and is in any crucial sector of the economy and is also 
promoted by a well-recognised business group, the IDBI promptly 
takes a lead in negotiations and assumes leadership in this task of 
coordinating the efforts of different institutions. In such cases, the 
■“consortium approach” is adopted and it proves most efficient. 



467 


No. 2 

34. This is another big project for the manufacture of organic* 
chemicals in Maharashtra. It is also promoted and managed by an- 
outstanding business house, and has important foreign collaborators- 
both from the U.K. and the U.S.A. The total cost of the project was 
estimated at about Rs. 10 crores and foreign assistance had been 
offered by the financial institutions both in the U.S.A. and the U.K. 

35. All these features of the project made it suitable for the 
Bank’s assistance. It showed its full support for filling any gap that 
might be left after assistance had been procured from other insti¬ 
tutions. In this case, however, unlike case No. 1, more time was 
taken in granting the assistance. The company first approached the 
IDBI in the end of July 1964 and the final sanction was given m 
February 1965—a period of 6 months or so. It, therefore, needed' 
investigation as to why this took more time than the other case 
although most of the important features of the two projects were 
more or less similar. 

36. The Company applied to various institutions before coming to- 
the IDBI from which it sought assistance of three types; underwrit¬ 
ing of shares, extension of loans and guarantee of loans. Finally, it 
obtained the following assistance—underwriting of shares to the ex¬ 
tent of Rs. 76 lakhs, loans of Rs. 11-25 lakhs and guarantees of 
loans of Rs. 197 93 lakhs. The Bank took the initiative of 
collaborating the IFC, ICICI and the LIC and the institutions jointly 
processed the application. 

37. Our perusal of the case showed that there were two reasons for 
the longer time taken in processing this application. The company 
was originally under the management of a different Business House, 
although it had been indicated that the new one would take it over 
but the completion of this formality of > the transfer of the proposed. 

enterprise to the new managing agency house took time and for this 
delay the. company itself was responsible. Secondly, a technical 

point arose as to the feasibility of the project which depended large¬ 
ly on another company; the latter company was originally expected 
to absorb a certain product of this enterprise at a price which would 
give sufficient margin over the cost price. The Bank had reasons 

to believe that the other company was not making reasonable pro¬ 
gress and therefore the estimate of profitability of the enterprise was 
questionable. The case could have been settled in a much shorter 
period if the Company had furnished adequate information from the 
beginning and did not have also the complication of its transfer to. 
the new managing agency house. 
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No. 3 

39. The IFC and the ICICI had given loans of Rs. 92.5 lakhs and 
financial difficulties and was not able to pay interest on loans ad* 
vanced by the IFC and the ICICI. The company had been formed 
in 1961, in collaboration with an important firm of the U.K. to manu¬ 
facture refractories. It started production in 1964 and by 1965 it had 
suffered heavy losses. One of the main reasons for this trouble was 
the delay the company had made originally in implementing its plus 
as a result of which the cost of the project went up substantially. 
While the original project cost was estimated to be Rs. 2.3 crores, it 
had to be revised upward to Rs. 3 crores or so. 

39. The IFC and the ICICI had given loans of Rs. 92.5 lakhs and 
Rs. 67.0 lakhs respectively, in addition, the ICICI held preference 
shares of Rs. 12 lakhs. The matter was taken up at an inter-institu¬ 
tional meeting in February 1966 and the two institutions urged the 
UBI and the LIC to jointly help the company to meet the cost of 
over-run of the project and for the purchase of some balancing 
equipment. The company also needed help for meeting current 
obligations during the year. The assistance was requested in the 
form of underwriting of the issue of preference shares amounting to 
Rs. 25 lakhs. The institutions felt strongly that the IDB1 as a 
developing agency should come to their rescue. 

40. In the beginning, the IDBI was not willing to step in to help 
a case of this type in which a company had got into trouble, at least, 
partly on account of its own fault. But when the matter was taken 
up at several inter-institutional meetings, the Bank decided to make 
its own evaluation of 'the project. Some officers of the Bank, includ¬ 
ing technical officers, visited the company’s works and other compar¬ 
able enterprises and gave technical advice for improving the working 
of the unit. The officials of the three institutions worked together in 
order to salvage the project. 

41. In this case the Bank adopted a more cautious approach as it 
involved more than ordinary risk. In fact, the executive committee 
postponed its decision and asked for further examination of certain 
aspects of the case. 

42. It took the Bank about six months to sanction assistance from 
the time of the first approach, although four months from the date 
of formal application. 
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43. The Bank finally decided to help by extending a loan of Rs. 35 
lakhs rather than by underwriting the share capital. It was also 
provided that the ICICI and the IFC would take up equity shares 
by conversion of their overdue interest from the company. These 
decisions were taken in the light of the capital structure of the com¬ 
pany, its other obligations and the state of the capital market. 

No. 4 

44. This is a medium level project in Madras, engaged in the 
manufacture of industrial alcohol, and involving a cost of about 
Rs. 54 lakhs. The first approach was made in October 1964 by the 
stock brokers of the company. The Bank suggested to the company 
to first try other sources such as the IFC, LIC and the Madras Indus¬ 
trial Investment Corporation and come to the Bank only if there 
was a residual gap. It took some time for the company to get the 
IFC’s sanction and receive an assurance from the MIIC. When this 
was done the IDBI agreed to help cover the small gap of assistance 
needed by the concern. This gap came to underwriting of Rs. 2.50 
lakhs of equity capital and the same amount of preference capital 
and Rs.. 5 lakhs of loan. 

45. From the first approach to the final sanction, the Bank took 
about six months but the reason was that, in the meanwhile, the 
company had to get its applications accepted by the other institu¬ 
tions before getting the Bank’G assistance. The project was examin¬ 
ed by the IDBI and found technically and financially feasible. One 
of the points considered by the Bank was that its help to this unit 
would be useful in remedying the existing imbalance in the regional 
development of the alcohol industry. 

No. 5 

46. This is the case of a firm engaged in the manufacture of tynes, 
tubes and in retreading of the materials in the West Bengal region. 
The firm was interested in an expansion plan and approached the 
IDBI in January, 1965, with proposals for a project costing Rs. 2'77 
crores. The company had already arranged for a loan from its 
foreign collaborators but had applied to the IFC for a loan end a 
deferred-payment guarantee. In this case also the Bank decided to 
await the outcome of the applications to other institutions and in¬ 
formed the company that it would fill up the gap after action had 
been taken on its applications by the other institutions. Full parti¬ 
culars of the assistance sanctioned by others were received in 
November, 1965 and after that the Bank took only a month to give 
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the sanction for underwriting a small amount of Rs. 5 lakhs of pre¬ 
ference shares. To expedite decision ,the IDBI did not refer the case 
to an ad hoc committee but sent it straight to the Executive Com¬ 
mittee as the appraisal already made by the IFC in giving its sanc¬ 
tion was considered adequate. 

47. The gap-filling function of the Bank comes out from the cases 
of this type. While the IFC and other institutions did not accept 
suggestions for filling up a small residuary gap, the Bank stepped 
in to meet this need. This has gradually emerged as an important 
function of the Bank. 

No. 6 

48. This is a case in which apparently a lot of time elapsed 
between the date of the original approach of the firm, i.e. December, 
1964 and the issue of the letter of sanction in August, 1966, but on 
scrutiny of the case it was clear that the fault lay entirely with the 
company. 

49. The Company belongs to Punjab and the cost of the project is 
Rs. 4.6 crores for manufacturing rolls for metallurgical industries in 
general and particularly for the steel plants. When it approached 
the IDBI, the company itself was not clear about its plans. It had 
not secured allotment of land nor assurance of water supply and 
power and not even the necessary industrial licence. It had also not 
obtained any firm assurance for the assistance it proposed to get 
from the USAID Fund and a US Bank, which were to constitute 
two important means of financing the project. 

50. Prima facie this appeared a suitable case for the IDBI’s help 
and the Bank encouraged the LIC and the ICICI to come in. The 
delay was, however, made by the company itself in reaching an 
agreement with its foreign collaborators from the USA and in 
complying with other important formalities. Moreover, the com¬ 
pany was very inefficient in submitting the requisite data on the 
project 

51. In the first instance, the Bank’s Executive Committee did not 
accept the proposal and recommended that further examination of 
the marketability of the product must be made. When this was 
ascertained the IDBI agreed to underwrite Rs. 20 lakhs of share 
capital which was the gap left in this case for the IDBI. 



Conclusion 

52. We will now assess the performance of the IDBI in terms <jf 
the three criteria mentioned at the beginning, namely, the national 
objectives, the specific objectives for which the institution was set up 
and its administrative and procedural efficiency. 

53. As regards the goal of rapid economic development, 

the Bank can do is to have a system of industrial priorities tfcft&ii&ill 
keeping with the industrial programmes of the Five Year Plans.- 
There is a long list of priority industries notified by the Governirhexit, 
but obviously the Bank must have a limited and more rigorous 
selected list of the most important projects from among a large 
number of requests for assistance. The Government has' riot given 
any special directive to the Bank for such a list of priorities. How¬ 
ever, in its economic appraisal of the projects, the Bahk does 
examine the special importance of each project for achieving the 
more important targets of the Plan. In general, it gives prefeSffehce 
to,projects that are in the following lines of production; defence 
of the country, import saving, export-promotion, essential consumer 
goods, and the products which are basic for agricultural and indus¬ 
trial development. 

54. The distribution of assistance to projects in different States 
does not indicate a balanced flow of funds to the various ( regions 
(two-thirds of the total having gone to two States, Maharashtra and 
Gujarat). It is understandable that the Bank hap to make its chqice 
from he applications received and if most applications come from 
the more developed areas, the choice lies .only there. Moreoveif.Jtbe 
Bank has a special responsibility to develop such vital industries as 
fertilisers and petro-chemicals. 

55. The preponderance of the loans to projects in the two States 
cannot be a criticism of the Bank. The loans are extended to cer¬ 
tain priority industries and Where these priority industries ’jitfe 
located is not a matter which lies in the hands of the Bank. '^Phe 
decision .about their location is approved by the Government at a 
much earlier stage, that is, at the time of the grant of the industrial 
licence, and the later decision of the Bank to grant financial assist- 
ance.is not relevant to the whole question of regional balance, M 

56. The question that needs to be examined is wnether all ttye 
areas, industrially developed or under-developed, have been equally 
treated in giving financial sanctions. Our study shows tliat fhere 
have been a small number of rejections of formal applications and in 
42 H. A.—31. 
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each case the Bank’s decision was justified. Hence, if the flow of 
assistance has been concentrated in a few States, the Bank cannot 
be blamed for this. 

57. As regards the third national objective, i.e., widening the base 
of entrepreneurship* there are the same inherent limitations on the 
Bank’s role as discussed in respect of the objective of regional 
balance. 

58 . As mentioned in the Bank’s report for the year 1965-66, it 
plays a larger role for direct financial assistance in comparatively 
bigger projects. In view of the very nature of its functions, i.e. to 
supplement the role of other institutions and also to help certain 
strategic industries, which for technical reasons are operated on a 
large scale, the Bank has had its limitations in serving the objec¬ 
tive of broad-based entrepreneurship. Through financial assistance 
it cannot create new applicants and has to deal only with the applica¬ 
tions that come up for assistance. Through its indirect assistance, 
however, particularly refinancing of industrial loans, the Bank does 
help, to some extent, the growth of a larger number of relatively 
medium-level entrepreneurs. 

59. However, the regional balance and broad-based entrepreneur- 
ship do not come about naturally. The country has to work 
at them and as a development agency the IDBI must play 
an impbrtant role in their achievement. One of the ways would be 
for the IDBI to take up its promotional activities as early as possible 
and through such activities spread the benefits of its assistance much 
wider. Under the Statute, the Bank’s functions include the provi¬ 
sion of technical and administrative assistance to industrial con¬ 
cerns and of research and surveys to help investments in industry. 
It is exactly these types of assistance which are needed most for the 
development of new and medium level enterprises from different 
regions. 

60. As far as internal procedures and administration are con¬ 
cerned, the data on the processing of applications clearly reveals that 

the Bank is efficient in taking decisions once an application is accept¬ 
ed for assistance and full particulars are furnished by the applicant. 
There are no bureaucratic delays involved such as in long notings on 
files or in passing the files from one hand to another, which usually 
afflict Government departments; most of the clarifications are 
sought through discussions with the representatives of the com¬ 
panies. Quick decisions are taken by the top executives with thr 
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minimum of secretarial routine. Most cases are decided within a 
period of 1—3 months and this is the minimum time an organization 
would need if it has to operate on business principles requiring 
scrutiny of the technical and financial feasibility of each project, 
big or small. 

61. There is a set of forms designed to elicit information fitom the 
industrial units and it does ask for a lot of detailed information but 
the IDBI has a flexible approach and where any industrial unit has 
already compiled similar information for the IFC or the ICICI, the 
Bank accepts such. information. It takes the initiative in calling 
meetings with the representatives of the applicant concern, thus 
avoiding the delay involved in correspondence. ■ 

62. We also looked into the question of the time-lag in disburse¬ 
ment of the assistance and studied the reasons for delays’to certain 
cases. The first loan was sanctioned in January, 1965 and upto the 
end of June, 1966, there were 28 effective sanctions of loans' of 
different sizes. 

63. The. actual disbursement of loans depends upon several 
factors beyond the control of the Institution, The disbursement is 
linked with the execution of loan agreement by the company, 
examination of the title of the company upon the various assets to 
be mortgaged, the proper guarantees to be furnished by the com¬ 
pany, building up of the necessary equity-base on the. conditipn of 
which the loan is extended and the satisfaction of ither conditions 
specified by the Bank. The company must also be ready to start 
construction. Bach case, therefore, has its own problems. 

64. At the end of September, 1968,’ the IDBI’s statistics showed 
that disbursement, either part or full, had been made in 9 out Of the 
28 daseS Sanctioned upto Jurte, 1966. In certain cases interim "dis¬ 
bursements were made on specified conditions. In the two cases, 
the companies themselves wanted to postpone the drawing of the 
loans. For most other sanctions, the drafting of loan agreements 
was under preparation or the companies’ comments on the letter of 
sanction or the draft loan agreement were awaited. 

65. There is one aspect of the Bank’s working which needs 
improvement. The Bank has two approaches—one in which it 
assumes the role of leadership both for coordinating the various 
agencies and to expedite decisions and the other where it has a 
passive approach towards the applicants who 6eek its support. In 
the latter type of approach, it advises the entrepreneurs concerned 
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that the IDBI Is largely a residuary financial institution and would 
help them when assistance is not forthcoming from other sources. 
It suggests to them to contact other financial institutions and let the 
Bank know the results of such approaches. Only then the case would 
be ripe for its active consideration. When any requirements were, 
still left unsatisfied, they could contact the Bank and furnish full 
particulars of the response of the financial institutions. The Bank 
would then see whether it could fill the gap. 

66. In such cases, the promoter has to go from one institution to 
another and then come back again to the IDBI. Each institution 
takes its own time and the whole process involves a long period of 
delay and ultimately nobody knows what happens to many of such 
cases. 

67. There has been a large number of such enquiries which are 
not considered rejections by the Bank. Unfortunately, the cases 
that fall in this category are mostly of medium-size projects in the 
range of Rs. 50 lakhs to Rs. 1-2 crores or so and for which State 
Financial Corporations are not able to give adequate assistance. The 
number of such cases could not be ascertained. However, this 
method of dealing with such applications defeats one of the import¬ 
ant national objectives of encouraging new and relatively small and 
medium-level entrepreneurs. It must be made clear here that the 
term ‘‘small” and “medium” is used only in a relative sense. For 
example, when a project of Rs. 1 crore is compared with that of Rs. 5 
to Rs. 10 crores or so, it is comparatively small; otherwise, of course, 
the small and medium ones asking for loans of less than Rs. 20 
lakhs go to the SFCs. This whole question of the problems of the 
relatively medium-sized projects and medium-level and new 
entrepreneurs will be discussed in greater detail after we have 
examined working of the IFC, since this question needs inter- 
institutional analysis. 
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THE INDUSTRIAL FINANCE CORPORATION OF INDIA 

I. Functions 

The IFC has had a fairly long life. Since its inception in 1948, 
soon after independence, it has evolved several changes in its organ¬ 
isational set-up, appraisal machinery and operational procedures. 
However, we shall concentrate on the IFC, as it functions now, with¬ 
out going into historical details. 

2. According to the Preamble to the Industrial Finance Corpora¬ 
tion Act, 1948, the objective of the IFC is to make “medium and long¬ 
term credits more readily available to industrial concerns in India 
particularly in circumstances where normal banking accommodation 
is inappropriate or recourse to capital issue methods is impractic¬ 
able.” The scope of its activities is limited to non-government pub¬ 
lic limited companies and cooperative societies engaged in any of 
the following activities: manufacture or processing of goods, mining, 
generation or distribution of power, hotel industry and shipping. 

3. The IFC was originally authorised: 

(i) to grant loans and advances to industrial concerns; 

(ii) to guarantee loans raised by industrial concerns, which 
are repayable within a period not exceeding twenty-five 
years and are floated in the public market; 

(iii) to underwrite the issues of stocks, shares, hands and 
debentures of industrial concerns; and 

(iv) to subscribe to debentures of industrial concerns, repay¬ 
able within a period not exceeding twenty-five years. 

By jater amendments, the IFC was also empowered to guarantee 

(a) loans raised from scheduled banks or State Cooperative Banks, 

(b) deferred payments in connection with purchases of capital goods 
both within and outside India, and (c) loans raised in foreign cur¬ 
rency from foreign financial institutions. The IFC was also author¬ 
ised to subscribe directly to the stocks and shares of industrial con¬ 
cerns and also to convert, at its option, the loans granted or 
debentures subscribed to by it into stocks or shares of the concern. 
In addition, it can also act as agent for the Central Government 
and/or with its approval, for the IBRD, in respect of loans sanction¬ 
ed by them to industrial concerns. 

4. The activities of the IFC are subject to supervision and control 
by the Central Government. 
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5. In December, 1952, a special committee headed by Shrimati 
Sucheta Kripalani, (The IFC Enquiry Committee) was set up with 
a view to enquire into the working of the Corporation. The Com¬ 
mittee was asked (i) to scrutinise the loan transactions of the Cor¬ 
poration with reference to allegations about nepotism and favouritism, 
(ii) to verify whether in general, due care had been exercised in 
the grant of loans, (iii) to review generally the policy followed'by 
the Corporation in the grant of loans with due regard to the objec¬ 
tives of the Act and the directions issued by the Government and 
(iv) to make recommendations, if necessary, for improvement in 
the working of the Corporation. 

1 6. While the Corymrtitcc generally exonerated the IFC oh- rhargea 

_ojLnariiali*y and favouritism, it found considerable scope for im¬ 
provement in its working and, accordingly, made a number of im¬ 
portant recommendations regarding the administrative, organisa¬ 
tional, and procedural aspects as also regarding matters of policy. 
On the basis of these, important amendments were made in, the 
IFC Act with a view to ensuring a more efficient functioning of the 
Corporation and keeping a greater vigilance on its activities. The 
arrangement of having an Honorary Chairman assisted by a paid 
whole-time Managing Director was replaced by a full time paid 
Chairman assisted by General Manager. 

II. Instructions from the Government 

7. While the functions of the IFC are defined by the Industrial 
Finance Corporation Act of 1948, which has been modified several 
tim&s, its operations have been further guided by the Government 
through instructions issued from time to time. These directives 
relate to questions of policy and, with the establishment of the 
IDBI, the powers to issue the instructions have been conferred on 
the Development Bank. 

8. The more important directives, which are relevant for the 
purpose of this study, are summarised below:— 

(i) Directive on the Promotion of Balanced Regional Development 

Soon after the inception of the IFC, a directive was issued by the 
Ministry of Finance, Government of India, to the effect that as far as 
practicable, the Corporation should assist the industrial development 
of backward States and areas in order to them w more 

balanced economic development. 
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(ii) Directives Designed to Prevent Misuse of Funds of the IFC 

The Directors of the Corporation must invariably disclose their 
interests in thi8 concerns which apply for assistance. Any director 
having such interests should withdraw from the meeting when the 
application from the concern in which he is interested is under dis¬ 
cussion. Full particulars of individual sanctions of loans exceeding 
Rs. 50 lakhs and loans to. concerns in which the directors of the IFC 
have their-- interests should be submitted to the Government. 

Prior approval of the Government must be taken regarding a 
loan to a party which has already been granted loans on three previ¬ 
ous occasions or where the aggregate loans to the party exceed Rs. 1 
cn&ie. AW^#8©tlpns amounting to moT? than T^g, l crave, made to 
concerns wnfbh are owned, managed or controlled By"a closely con¬ 
nected group of industrialists must be referred to the Government 
for orders* 

(iii) Directives Aimed at Greater Disclosure of Information to be 
Public on the Working of the Corporation 

The annual reports of the Corporation should be as informative as 
possible and should contain general reviews of development of indus¬ 
tries particularly in the fields in which the Corporation has advanc¬ 
ed loans. The names of borrowing concerns to whom loans are 
sanctioned should also be published in these reports. 

(iv) Directives on Certain Improvements in the Working of the 
Corporation 

A minimum security margin of 50 per cent should be generally 
aimed at in sanctioning loans. This can be further reduced to 40 
per cent when the foreign exchange component is not less than 60 
per cent of the total capital cost of the project and the import is 
covered by the import licences issued under foreign cuurency loans 
from foreign governments or banks or foreign institutions. In special 
cases, the margin can be reduced further by 5 per cent with the 
prior approval of the Government. 

In sanctioning loans, greater attention should 'be given to the 
proper assessment of the earning capacity of the borrowing concern. 
Moreover, the financial stakes of the directors and the managing 
agents in the concerns should be taken into account. 

The Corporation should, as far as possible, reduce to the mini¬ 
mum the time-lag between sanction and disbursement of loans, sub¬ 
ject to the usual and necessary precautions regarding security etc. 
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III. The Organisational Set-up and the Procedure for Processing 

Applications 

9. The IFC is managed by a Board of Directors, headed by a 
whole-time Chairman. - The Chairman is appointed by the Central 
Government in consultation with the IDBI. The Board has twelve 
directors, of whom six are elected by share-holders other than, the 
IDBI, four are nominated by the IDBI and two by the Central Gov¬ 
ernment. 

10. The basic departments of the Corporation, concerned with 
processing applications for assistance and with disbursements, are 

(i) the Projects Department, headed by the General Maiiager; 
and 

(ii) the Operations Department, with the Secretary of the IFC 
as its chief. 

The Projects Department 

11. This D^pftment,- which is responsible for processing all 
applications, consists of six divisions,, each headed by- a Manager: 
Miscellaneous, Chemicals (I & II), Engineering (I & II) and Textiles 
and Sugar. All the applications are first received in the Miscellane¬ 
ous Division, which replies to all types of queries from the appli¬ 
cants and furnishes them information on the terms and conditions 
of the IFC. If an applicant is ‘eligible’ for IFC assistance, the 
Division sends a brief form to elicit ‘preliminary information’ 
regarding the project for which assistance is sought. This informa¬ 
tion consists principally of brief particulars of the project, names 
and background of the promoters, estimated project-cost under 
principal heads, proposed methods for financing, present status of 
licences (industrial, capital goods clearance, consent of the Control¬ 
ler of Capital Issues, Government approval of terms of foreign col¬ 
laboration, if any, etc.), and the present state of implementation of 
the project. On receipt of this information, a preliminary scrutiny 
is made and if the applicant is found to satisfy certain prerequisites 
(such as possession of an industrial licence and capital goods clear¬ 
ance), a detailed application form is sent to the applicant. The 
filled-in application forms are received in the Miscellaneous Division 
and then allotted to the relevant division (concerned with the parti¬ 
cular industry) for actual processing. 
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12. A regular monthly meeting of the Corpoation takes stock of 
all applications currently pending, reviews the progress of applica¬ 
tions already under consideration and allocates new applications to 
specific persons for processing. It also decides on the time-schedule 
of processing applications keeping in view the tentative dates of the 
next two or three monthly Advisory Committee meetings and the 
Corporation priorities. While the main responsibility for processing 
each application is-that of the Manager (for financial appraisal) 
and one or two Technical Officers (for technical appraisal), each 
application is also scrutinised by a civil engineer in respect of cons¬ 
truction work and in respect of the cost-estimates by a cost account¬ 
ant. After a preliminary scrutiny of the—detailed application, a 
complete listing of all further particulars and clarifications necessary 
for an appraisal is made. This is necessary because, although the 
application form is exhaustive, generally many details arbTaotrpra- 
vided by the applicants. This information is collected from 
companies by correspondence or by giving an opportunity to the 
company’s representatives to call at the Corporation’s office for dis¬ 
cussions. Considering the data furnished by the company and on 
the basis of on-the-spot visits to the project and discussions with 
the company’s representatives, the team of financial and technical 
officers then prepare a comprehensive techno-financial appraisal 
report of the project. This report is submitted to the General 
Manager for reference to the appropriate Advisory Committee. 

13. For final appraisal of all projects under consideration for 
financial assistance, the IFC has constituted five Advisory Commil 
tees, one each for: (1) Chemical Processes and Allied Industries, 
(2) Engineering, (3) Textiles, (4) Sugar, and (5) Miscellaneous 
Industries. Apart from the Chairman of the IFC, who is ex-officio 
Chairman of each Committee, an Advisory Committee has six or 
seven other members consisting of senior Government officials 
dealing with commerce and industry, prominent industrialists and 
businessmen. An Advisory Committee thus represents a high-level 
team of experts with vast experience of industry and finance. These 
committees are in the nature of long-term standing committees and 
not ad-hoc bodies. The meeting of an Advisory Committee, which 
is held once a month, is attended, apart from members, by the 
General Manager, and the team of officers concerned with appraisal 
report. Representatives of the applicants are invited to seek fur¬ 
ther clarifications, needed by the committee. 
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14. The Committee discusses the company’s project comprehen¬ 
sively from the point of view of its contribution to the national 
economy, the technical feasibility of the scheme, the rationale of 
the proposals for financing the project and the economies of the 
scheme. At a later stage, the representatives of the company are 
invited and appraised of the Committee’s views on the techno- 
financial feasibility of the project. Quite often the Advisory Com¬ 
mittee suggests important modifications in the company’s proposals 
(technical as well as financial). The representatives of the company 
are given a choice to express their views on these modifications. 
Based on these deliberations, the Advisory Committee makes its 
recommendations to the Board of Directors as to whether the assist¬ 
ance applied for should be sanctioned or not. In the case of sanc¬ 
tion, appropriate special conditions (in addition to the usual terms 
and conditions) to be stipulated, depending upon the circumstances 
of the case, are also indicated. 

15. The final action on each case is taken by the Board of Direc¬ 
tors (except in cases Where the application is rejected straightway 
by the Advisory Committee), which meets, once every month. The 
Board meeting is generally scheduled a week or so after the Advisory 
Committee meetings. 

16. Once a loan is sanctioned, a letter of intent is immediately 
issued to the company, which is followed by a draft loan agreement. 
The draft loan agreement sets out the terms and conditions of the 
loan including such conditions as may have been stipulated specially 
in each case and also the schedule of disbursement and repayment. 
The final loan agreement is drawn out only after the company comes 
to a complete agreement with the iFC regarding the terms and 
conditions and the schedules of disbursement and repayment. The 
final step is the forma! execution of the loan agreement, mortgage 
deed and personal guarantees. 

17. In the case of enterprises approaching the IFC for assistance 
Cor the first time, the Project Department remains in the field till 
the project is completed. It looks after disbursement of the loan 
and watches the progress of the project by periodic inspections. 
After the completion of the project the case is passed on to the 
Operations Department which has to look after the servicing'of the 
loan by the company. In the case of additional loans, the case is 
passed on to the Operations Department by the Projects Depa/tment 
immediately after the loan agreement has been executed. This is 
done in order to avoid more than one department simultaneously 
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handling the case (as the company would already be in the hands 
of the O.D. in respect of its earlier loan). 

18. Apart from the two main functional departments the IFC also 
has a Law Department which takes care of the legal formalities 
(such as those involved in drawing up and execution of loan agree¬ 
ments, mortgage deeds, personal guarantee agreements, etc.). Its 
services are also lent to applicant companies for inspection of their 
property titles. Recently, the IFC has provided that the title deeds 
may be examined by the Law Department simultaneously with the 
processing of applications. (This is, however, subject to the com¬ 
pany’s own choice). This facility has been provided by the IFC 
to avoid delays in disbursement which occur because of legal delays 
in getting the title cleared. The Corporation cannot, however, dis¬ 
burse any assistance till it has been established that the company 
has a clear title on the assets pledged by it. 

19. The Corporation has also a Statistics Division which prepares 
the annual*ref>orts. The scope of these reports has been increased 
from year to year. (A recommendation of the IFC Enquiry Com¬ 
mittee was that the Corporation should publish more information 
and comprehensive annual reports). In addition to the Head Office 
in Delhi, the IFC has branches in Bombay, Calcutta and Madras 
which serve as links between companies in the respective regions 
and the Head Office. They create a better rapport between the IFC 
and its ‘clients’ and help avoid delays in seeking further informa¬ 
tion and the completion of legal formalities. 

Techno-Financial Appraisal of Projects 

20. While the IFC is interested in getting its money back, it re¬ 
gards the successful execution and operation of the project and the 
contribution it would make to the national economy as of special 
importance. 

21. The IFC investigates a project from the following aspects: 
(1) Technical; (2) Financial; (3) Economic: (4) Commercial, and 
(5) Managerial. 

Technical Aspects 

22. The feasibility of the technical process to be used, the 
possibility of its getting obsolete in an industry where technology is 
changing rapidly, the scale of operations necessary for efficient 
working, choice of location, specifications of plant and equipment 
proposed to be used, plant lay-out, availability of raw materials, 
facilities for the supply of water, power and fuel, transportation 
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facilities, arrangements for supply of know-how. technical joeqK** 
nel and labour, construction schedule, and cost estimates—all these 
factors are examined in the technical appraisal of a project. 

23. The cost estimates furnished by the company are examined 
to ensure that the prices paid for plant and equipment, etc. are 
reasonable. It is also ensured that there is an adequate provision 
for escalation in prices, for pre-operative expenses and contin¬ 
gencies, for spare parts and miscellaneous fixed assets, and that the 
needs of working capital are realistically assessed. 

Financial Aspects 

24. These are analysed under two major heads: (i) Amount of 
resources needed and sources from which these are proposed to be 
obtained and (ii) cash-flow analysis and profitability estimates. 
Consideration is also given to the debt/equity ratio of the company. 
When the project is proposed to be financed from a number of 
sources such as share capital rupee and foreign currency loans, 
deferred payments and internal accruals, it is examined to ensure 
that the estimates of financial flows are realistic. The profitability 
and cash-flow statements projected over a number of years over 
and above the construction period are used to examine the capacity 
of the company to meet the obligations (repayment of principal and 
interest etc.) arising out of external financing. In case a part of 
the project is proposed to be internally financed, it is ascertained 
whether the company will really be able to generate the necessary 
internal accruals through depreciation, retained profits and develop¬ 
ment rebate reserve. 

Economic Aspects 

25. In addition to estimating the contribution which the project 
would make to the economy, the marketing potentialities of the pro¬ 
duct are also assessed, taking note of possible competition. 

Commercial Aspects 

26. Arrangements for purchase of machinery and raw material, 
prices to be paid for them, arrangements made for marketing (espe¬ 
cially sales commission to sole agents, if proposed) etc. are looked 
into. 
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Managerial Aspects 

27. The calibre of the management and its experience are taken 
into account. In cases where the project does not have promoters 
of proven quality or the benefit of competent foreign collaboration, 
the IFC insists that the company’s board should be broad-based and 
include certain directors with business and industrial experience, at 
least one of them having a good technical background. 

28. In most cases the appraisal team holds detailed discussions 
with the company’s representatives. Inspections at the site of the 
project form an important part of the technical appraisal. 


IV. Overall Operations 

29. As seen earlier, the IFC can extend its assistance to indus¬ 
trial concerns in a variety of ways. Upto 1957, however, it confined 
its activities only to the grant of loans. It was in 1958 that it went 
into underwriting operations and guaranteeing foreign loans and 
deferred payments on machinery. In the total operations of the IFC 
during the eighteen years of its existence, assistance by way of loans 
predominates. Upto 30th June, 1966, it sanctioned a total net assist¬ 
ance of Rs. 292.75 crores, of which as much as Rs. 218.16 erores, i.e. 
over 74 per cent was through rupee and foreign currency loans. 
Next in importance were guarantees, either for deferred payments 
or. for loans from foreign financial institutions totalling Rs. 51-99 
crores, or 18 per cent of the total sanctions. The rest of Rs. 22-60 
crores were underwritings of industrial shares, including one case 
of direct subscription to debentures. 

30. There has been a steady growth of the IFC’s activities in keep¬ 
ing with the tempo of industrial activity of the Five Year Plans. 
During the pre-Plan period, the IFC sanctioned net assistance worth 
Rs. 8 crores. The total net sanctions during the First and the Second 
Plan periods amounted to Rs. 27 crores and Rs. 68 crores respec¬ 
tively; they rose to Rs. 189 crores during the Third,,Plan. 

31. While these figures represent only the trend in commitments, 
the trend in actual disbursements has also been upwards. The dis¬ 
bursements rose from less than Rs. 6 crores during' the pre-Plan 
period to Rs. 11 crores during the First, Rs. 52 crores during the 



Second and Rs. 133 crores during the Third Plan. Over the entire 
period, the total disbursements were of the order of 68 per cent of 
net sanctions. 

32. The IFC’s experience of underwriting has, on the whole, been 
unhappy. Out of the 106 issues that were underwritten and in res¬ 
pect of which operations were over till 30th June, 1966, only seven 
were fully or oversubscribed. Out of a total of Rs. 17-46 crores 
underwritten, Rs. 14-45 crores i.e. as much as 83 per cent, devolved 
on the Corporation. The present state of the capital market has 
thus hit the IFC rather hard and locked-up a sizeable portion of its 
resources. While this has now made the Corporation very cautious 
in accepting underwriting commitments (the IFC now-a-days 
pursues a policy of sanctioning underwritings only in conjunction 
with loans, so as to ensure at least a partial annual return from 
assistance given to a concern), it feels confident that the projects in 
which its funds have been locked up are basically sound—technically 
and financially—and will yield a good return eventually. 

33. In the matter of direct subscriptions, the IFC has invested 
only in one debenture issue (Rs. 1-82 crores), floated by a company 
with substantial Government stake. The IFC has not guaranteed 
any rupee loans of companies raised from scheduled banks or State 
Cooperative Banks or floated in the public market. 

34. The IFC has assisted concerns in a variety of industries such 
as textiles, sugar, cement and paper among established industries 
and chemicals and fertilizers, artificial fibres, non-ferrous metals, 
electrical and other machinery, metal products and motor vehicles, 
among the newer ones. The sugar industry has been the most 
important receipient of its assistance (17 per cent of the total sanc¬ 
tions, mostly through cooperatives). Next come chemicals and ferti- 
izers (14 per cent), textiles (11 per cent), non-ferrous metals (10 per 
cent), metal products (9 per cent). 

35. Upto the end of June, 1966, the IFC sanctioned assistance to 
399 industrial units, of which, 340 were public limited companies 
and the remaining 59 cooperatives (54 sugar mills, 4 textile mills 
and one seed-processing unit in the cooperative sector). Of the 
total assistance of Rs. 292.7 crores sanctioned, Rs. 42.90 erores (i.e. 
15 per cent) went to the cooperative sector concerns while Rs. 249'85 
crores (i.e. 85 per cent) were granted to public-limited companies. 



38. The state wise distribution of financial assistance is given in 
the table below; 


State-wise Distribution of Financial Assistance Sanctioned by the 
IFC upto 30th June, 1966 



Amount 

Percent- 

State 

(Rs. 

age of 


crores) 

total 

I 

2 

3 


Maharashtra . 



• 

• 


• 


52 03 

18 

Madras . . 



• 



• 


47 -oa 

16 

West Bengal . 






• 


36-41 

12 

Andhra Pradesh 








23-29 

8 

Uttar Pradesh . 





• 

• 


20-82 

7 

Gujarat . 





• 

• 


19-10 

6 

Bihar . 





• 

• 


16-46 

6 

Punjab . . . 








16-41 

6 

Mysore ... 








16-13 

5 

Rajasthan 








11-18 

4 

Kerala . 








io-68 

4 

Madhya Pradesh 








7-14 

3 

Assam . 








6-70 

2 

Orissa 








6-54 

2 

Delhi '. 








21-3\ 


Pondicherry . 








o-6o y 

I 

Andaman & Nicobar Islands 







0*12 J 


Total 




• 

• 

• 

• 

292-75 

100 


These figures are with reference to the location of the units 
to which the assistance was granted, wherever the registered offices 
may be. The developed States of Maharashtra, Madras and West 
Bengal top the list with 18, 16 and 12 per cent respectively. How¬ 
ever, in the case of Maharashtra, a substantial proportion has gone 
to sugar cooperatives. As much as 24 per cent of the assistance has 
flowed to the industrially backward States of, U.P., Bihar, Orissa, 
Assam, Rajasthan, and Madhya Pradesh. 
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RESOURCES OF THE IFC 

37. Apart from the paid-up capital and reserves created out of its 
income, the IFC has the following long-term sources of funds: 

(i) It can raise money by the sale of bonds and debentures 
and by borrowing on a long-term basis from the Central 
Government and the IDBI. The total amount of these 
borrowings is not to exceed 10 times its paid-up capital 
and reserves. 

,(ii) It can accept fixed deposits from State Government or 
local authorities upto a total of Rs. 100 crores, for a period 
of five years or more. 

<iii) It can obtain foreign lines of credit, on Central Govern¬ 
ment guarantee, from the IBRD or other foreign financial 
agencies. 

38. Apart from these, repayments by loanee concerns are an 
important source of finance. Moreover, to tide over temporary fin- 

• ancial difficulties, it can resort to short-term loans from the Reserve 
Bank, not exceeding Rs. 3 crores at a time. 

39. The authorised capital of the IFC is Rs. 10 crores. Of this 
Rs. 5 crores were issued and paid-up initially. This was further 
raised and the paid-up capital of the IFC now stands at Rs. 8-35 

. crores, of which 50 per cent is owned by the IDBI, 20 per cent by 
scheduled banks, 22 per cent by insurance companies etc., and 8 
per cent by cooperatives. 

40. Bond issues have been made from time-to-time at varying, 
interest rates (all carrying Central Government guarantee as to the 
repayment of principal and interest). All issues were fully subs¬ 
cribed. The aggregate outstanding of bonds at the end of June, 
1966, was Rs. 33.48 crores. The borrowings from the Central Gov¬ 
ernment, outstanding as on 30th June, 1966, were Rs. 40-94 crores. 
The total of these two was thus well below the borrowing limit of 
Rs. 148 crores (on the basis of ten times paid-up capital of Rs. 8-35 
crores plus reserves of Rs. 6:45 crores). 

41. The Corporation has been sanctioned three lines of credit by 
Ihe USAID, aggregating US $40 million, four lines of credit 
by the German Bank for Reconstruction aggregating D.M. (Deutsch¬ 
marks) 75 million and a line of credit for 50 million francs by the 
-42 H. A.— 32 . 
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French Banque Francaise Du Commerce Exterieur. Out of these,, 
the IFC had sanctioned, till 30th June, 1966, sub-loans aggregating; 
US $32'65 million, D.M. 71'38 million and 34'51 million francs. 

42. The total assistance disbursed by the IFC upto 30th June,. 
1966, as noted earlier, entailed a total outflow of Rs. 159-.01 crores■ 
(substracting guarantees disbursed). This was financed as follows: 


Amount Percen- 

Financed by (Rs. tage to 

crores) Total 


Paid-up capital j.8-35 5 

Reserves , , , . , , . . 6-45 4 

Borrowings from the market by issue of bonds . . . 33-48 21 

Borrowings from the Central Government . . . . 52-61 33 

Foreign credits.14-41 9 

Repayments of loans and sale of investments . . . 43-71 28 


Total.159-01 100 


43. Thus, as much as 33 per cent of the assistance was financed; 
through direct borrowings from the Central Government. More¬ 
over, 50 per cent of the paid-up capital has also come from the same 
source. 

44. The recent trends in the IFC’s profits and. reserves have been , 
upwards, as is evident from the following table:.— 

(Rs. lakhs) 


Year ended 30th June 



1962 

1963 

1964 

1965 

1966 

Gross Profit .... 

Net Profit . . . . 

130-71 

70-89 

167-62 

82-67 

227•06 

125 - 44 . 

242'2I 

I3I-42 

298-15 

132-94 

To Reserves .... 

39-21 

63-42 

106•19 

I07-24 

108-31 

Subvention returned to the Go¬ 
vernment . . . . 

18-00 



, , 

. . 

Dividend .... 

13-68 

19-25 

19-25 

24-18 

24-63 


45. The reserves (excluding those for bad. or. doubtful debts and- 
contingencies) increased from Rs. 169-39 lakhs as. on 30th. June, 196L 
to Rs. 630-72 lakhs. 
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46. Due to a failure to pay guaranteed divided on shares during 

earlier years the IFC has had to draw a subvention of over Re. 53 
lakhs from the Central Government. Over the years 1957 to 1962, 
this amount was entirely repaid by the IFC and it now stands free 
of this liability. ~ , ' i 

47. As regards repayments, there has been a marked increase in 
the amounts of interest and principal in default during the last three 
years, the total amount having risen from Rs. 32-34 lakhs at the end 
of 1963-64 to Rs. 100.25 lakhs at the end of 1965-66. This is a matter 
of great concern. The Corporation has attributed it primarily to 
over-run in project cost, depressed conditions in such industries as 
textiles, refractories, sheet-glass etc., and under-utilization of capa¬ 
city in several industries. 

VI Case Studjes 
No. 1. 

48. This company has its registered office in Delhi. When it first 
approached the IFC in 1961, it was engaged in the manufacture of 
pistons for internal combustion machines and in trading in tractors 
and other equipment. The piston plant is located in Punjab. The 
company had an ambitious plan of diversification of its activities, 
having obtained industrial licences for the manufacture of motor¬ 
cycles and scooters, X-ray equipment, railway shock-absorbers and 
heating elements. It had also plans for the expansion of its piston 
factory, in which connection it had applied for an industrial licence. 
As piston pins were the only imported item in the assembly of pis¬ 
tons, the company intended to take up the manufacture of the pins 
at their piston factory and had applied for a licence. 

49. The total assistance requested was Rs. 95 lakhs for the above 
projects which were estimated to cost a total of Rs. 240 lakhs. How¬ 
ever, the IFC felt that the motor cycle and pistons and piston pins 
projects were not yet ripe for its consideration, for in one case, the 
project report from the foreign collaborator had not yet been receiv¬ 
ed and in the other, the industrial licence had not yet been granted. 
The applicant was also planning to get the terms of the import 
licence modified. After discussions with the IFC, the company re¬ 
duced its application to a rupee loan of Rs. 35 lakhs for the new 
factory to be established near Delhi for the manufacture of X-ray 
equipment, railway shock-absorbers and heating elements. The 
total project cost for these items was Rs. 126 lakhs. 



490 


50. The application was processed and put up before the Advisory 
Committee on 10th October, 1961. It was sanctioned by the Board 
on 26th October, 1961. This quick disposal of the case (in 3 months) 
was facilitated by two factors. The application was complete in 
almost all respects; secondly the representatives of the enterprise 
clarified several issues very promptly through personal discussions. 

51. The Advisory Committee, in its appraisal, advised the com¬ 
pany to revise its estimates of working capital to provide for six 
months’ stocks of raw materials instead of 3 months, as it had to 
depend on imports for most of these materials. 

52. After progressing well with this project, the company renewed 
its application for assistance for the motor cycles and piston pins 
projects. The former was to be located near Delhi and the latter 
at the piston factory in Punjab. Collaboration arrangements had 
been made for both the projects. The motor cycles project was esti¬ 
mated to cost Rs. 214 lakhs and the assistance applied for amounted 
to a rupee loan of Rs. 55 lakhs and a foreign currency loan of Rs. 10 
lakhs. For the piston pins project costing Rs. 27 lakhs, a foreign 
currency loan of Rs. 6 • 93 lakhs was requested. This application was 
submitted in January, 1963. The disposal was quick in this case also 
and took 4 months. The sanction was granted in May, 1963. 

No. 2. 

53. This is one of the leading textile companies in the country, 
located in Bombay and belonging to a top business house in the 
country. The company had diversified its activities into the manu¬ 
facture of chemicals. It set up a plant near Bombay for the manu¬ 
facture of rayon tyre cord and proposed to expand the capacity of 
this plant from 6‘9 tonnes to 19 tonnes a day. The expansion plan 
was to cost Rs. 10-27 crores. 

54. The company requested the IFC, in August, 1965, for a rupee 
loan of Rs. 2 crores. The sanction was given for smaller amount of 
Rs. 140 lakhs in February, 1966. The technical appraisal of the pro¬ 
ject which was of a complicated nature required a longer time than 
usual. 

55. A question discussed at length by the Advisory Committee 
was whether in view of the strong financial position of the company 
it had substantial reserves and had paid equity dividends rising 
from 22 per cent in 1964 to 35 per cent in 1964—it was really neces¬ 
sary for the enterprise to seek the IFC’s assistance. It was pointed 
out that in view of the reputation of the business house to which 
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the company belonged and in view of the fact that its shares were 
selling at a high premium in the market, the company should finance 
a part of the project through the issue of shares. It was also sug¬ 
gested that the company should use more internal resources than 
it proposed to do. 

56. On both points, the company had reasonable objections. The 
capital market was depressed and there was no chance to get any 
substantial public support to a new issue; as for additional internal 
resources for the project, the company needed them for other plans, 
such as renovation of its textile mills. 

57. The Advisory Committee of IFC, however, advised the com¬ 
pany to harness its internal resources to a greater extent, if neces¬ 
sary even by staggering other projects and reducing the dividend 
pay-out. In view of the importance of the product for the fast 
growing automobile industry, however, it did not think it proper 
to deny its assistance to the tyre-cord project of the company. 
The Committee, therefore, recommended a loan of between Rs. 1.25 
crores and Rs. 150 crores, leaving it for the Board to fix up the 
exact amount. This was later fixed at Rs. 1-4 crores. 

58. The point to note here is that in the case of a business house 
with large resources, the IFC tries to see that the promoters put 
in as much of internal resources, as possible, without affecting their 
other plans of diversification. 

No. 3. 

59. This was a new factory to be located in Punjab for the manu¬ 
facture of bicycle components. It was sponsored by an establishedl 
manufacturer of bicycles in north India. The Government had 
banned the import of these components and had also preferred 
their indigenous manufacture but mainly through small, ancillary 
units. In view of this, the promoters established three companies 
for the manufacture of components. These were later amalgamated 
to form the company to which this case relates. 

60. The project was estimated to cost Rs. 26 lakhs. Of this, 
Rs. 16-96 lakhs had already been found and spent by the company 
and the project was at an advanced stage, when the company ap¬ 
proached the IFC for assistance in May, 1962. The company re¬ 
quested the IFC for a loan of Rs. 11 lakhs, to finance further capital 
expenditure and to repay some unsecured loans through which a 
part of the cost had been met. A part of the loan (Rs. 1 lakh) was 
needed in foreign currency, to meet the cost of imported capital 
equipment. 
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61. The company’s application was incomplete in many respects 
and much time was lost in eliciting the relevant details. The ap¬ 
praisal report was submitted on 19th October, 1962, the case was 
recommended for sanction by the Advisory Committee on 1st 
November,1962 and the sanction given by the Board on 12th 
November, 1962. 

62. The Committee while recommending the case, having regard 
to its importance to the bicycle industry and the Government policy 
regarding the manufacture and import of bicycle components, noted 
certain adverse features such as a high proportion of debt in the 
capital structure, closely-held equity capital and payment of com¬ 
mission to a third party, even on the sales to the parent concern, 
which would account for most of the output of the company. It 
also advised the company to strengthen further its technical staff. 
Accordingly the loan was sanctioned to the company on the follow¬ 
ing special conditions (in addition to the usual ones). 

(i) Taking account of the fact that the equity capital of the 
company was owned entirely by a few closely related per¬ 
sons, the Board of Directors should be enlarged. 

(ii) The company should amend its sole distributorship agree¬ 
ment. A regular purchase agreement should be made 
with the parent concern and no commission should be 
payable on these sales. 

(iii) The company should amend its Articles of Association so 
as to provide no redemption of preference shares as long 
as the loan from the IFC was outstanding. 

No. 4. 

63. This was a newly established company, proposing to manu¬ 
facture special discs required for tractor-drawn agricultural imple¬ 
ments. At present, these discs made from special steel are wholly 
imported. The company was promoted by some of the executives 
of a company marketing such discs manufactured by their princi¬ 
pals, a well-known manufacturer of this product in the U.K. 

64. The project, which was estimated to cost Rs. 25 lakhs, was 
to be located near Bombay. The company requested the IFC, in 
February 1965, to underwrite its proposed public issue of equity 
shares to the extent of Rs. 10 lakhs. A foreign currency loan of 
Rs. 5 lakhs had already been sanctioned by the ICICI. While the 
application was taken up for processing by the IFC without any 
delay, it came up for consideration by the Advisory Committee only 
in November, 1965. The fault lay entirely with the company. Its 
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: application was incomplete in most respects—especially the techni¬ 
cal details. A share of the blame also lay with the foreign collabo¬ 
rators—the British manufacturers earlier referred to—who did not 
submit a comprehensive project report speedily. 

65. While the IFC encouraged the project because of its impor¬ 
tance for the country’s programme of agricultural development and 
because of its usefulness in saving foreign exchange, it altered the 
financing proposals and revised the cost estimate upward to Rs. 30 
lakhs. The company’s proposal for the issue of Rs. 20 lakhs of 
equity capital was amended to Rs. 15 lakhs, of which, it was stipu¬ 
lated, at least Rs. 7-50 lakhs must come from promoters and colla¬ 
borators. Of the rest, only Rs. 3 lakhs were agreed to be under¬ 
written by the IFC. In addition, a loan of Rs. 10 lakhs was granted 
to the company. This change in the financial structure was at first 
not acceptable to the ICICI. Although the ICICI finally agreed 
to it, considerable time was lost in correspondence between these 
two institutions. Moreover, as noted earlier, the IFC declined to 
underwrite the whole of the public issue of Rs. 7-50 lakhs. It w.as 
left to the company to make other underwriting arrangements for 
the remaining amount. At the same time, it was also stipulated 
by the IFC that its underwriting would be made effective only if 
the company made arrangements, satisfactory to the IFC, for the 
underwriting of the remaining amount. 

66. This is a typical case oi a relatively small project which 
had had to go from one institution to another to secure the requisite 
underwriting facilities. This prooiem is further discussed in the 
report at a later stage. 

No. 5. 

67. This was a proposal to establish a new refractories factory, 
promoted by a well-known business house in Calcutta. The project 
was to have foreign technical collaboration. A suitable site had 
been chosen in Bihar, so as to have proximity to steel plants, the 
main consumers of refractories. The project cost was Rs. 88 lakhs 
and the project was to be completed by the end of November, 1962. 

68. The company approached the IFC in the last quarter of I960 
for the grant of the following assistance: (i) a rupee loan of Rs. 35 
lakhs; (ii) guarantee of deferred payments (Rs. 18.40 lakhs plus 
interest) for foreign collaboration and (iii) underwriting of prefer¬ 
ence shares worth Rs. 7 lakhs. The application was processed and 
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assistance sanctioned to the company by the end of January, 1961. 
While the rupee loan and guarantee facilities were sanctioned,, 
underwriting was not sanctioned. 

69. The proportion of loan capital was regarded rather high by 
the IFC and the company was asked to raise additional equity capi¬ 
tal. The promoters were also asked to increase their stake in the 
project. 

70. Later, the company withdrew the request for guarantee as 
it could make alternative arrangements. Instead, it requested the 
IFC to underwrite Rs. 5 lakhs of equity shares. This was acceded - 
to. 


71. While the company was making financial arrangements, 
there was a considerable delay in construction, resulting in a sub¬ 
stantial increase in project cost. In the meanwhile, the refractories- 
industry was facing a crisis as the expansion schemes for steel plants 
in the Third Plan were delayed. The company had to revise its 
project cost estimate upwards from the original figure of Rs. 88 
lakhs to Rs. 121 lakhs in May, 1965, when it approached the IFC 
for an additional loan. The IFC made a thorough reappraisal of 
the cost and felt that the company’s request was justified and thus 
granted a loan of Rs. 20 lakhs to meet the additional cost of the 
project. 

72. A comparison of the original appraisal report of this project 
(made at the end of 1960) with the more recent reports reveals a 
significant improvement in the IFC’s appraisal over the last few 
years. Thus, for example the report in this case did not have any 
statements of the projected cash-flow and profitability, which are 
now regarded as of great importance by the IFC in evaluating pro¬ 
jects. 

No. 6. 

73. We now turn to a case where a request for assistance was - 
rejected by the IFC. This is the case of a company promoted in 
Bombay. The company was established in 1954 as a private limited 
company for the manufacture of fertiliser mixtures by the manual 
process. In 1962, it was converted to a public limited company with 
the objective of setting up a plant for the manufacture of granu¬ 
lated and compound fertilisers. These fertilisers are manufactured 
by mixing various basic fertilisers and subjecting them to a chemi¬ 
cal process for granulation. These fertilisers have an advantage ■ 
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over straight fertilisers in that they contain all the three soil nut¬ 
rients, N, P and K, which can be combined in varying proportions- 
to suit different soils and crops. Granulated compound fertilisers- 
are also claimed to be superior to mixtures with the same nutrient 
contents because of certain physical and agronomic properties. 

74. The project cost was Rs. 34 lakhs. The company requested:’ 
the IFC, early in 1965, for a loan of Rs. 7 lakhs and underwriting" 
facilities of equity shares of Rs. 5 lakhs. The company’s applica¬ 
tion was processed and referred to the Advisory Committee in 
November, 1965. It was not recommended by the Committee to 
the Board as it found the following unsatisfactory features. First, 
the proposed selling price of the company’s product was very high 
in comparison with the cost of the basic fertilisers used as raw 
materials. This high price was not justified even after taking note 
of the advantages the products had over other fertilizers, since the 
technology of the process was very simple. The Committee thought 
that the company’s product would meet considerable consumer 
resistance and face stiff competition from straight and complex 
fertilizers. The Committee also noted that the company did not 
have any long term arrangement for the supply of the fertilisers- 
to be used by it as raw materials. It was also not in favour of the 
selling agency arrangement made by the company. 

75. The IFC, of course, conceded the importance of the company’s 
product to the country’s agriculture especially in providing balanced 
nutrients to suit different soils and crops. Hence the application 
was not straightaway rejected but the company was asked to satisfy 
the IFC regarding the points mentioned above. There was detailed 
and protracted correspondence between the IFC and the company. 

76. The one point on which the IFC desired a definite commit¬ 
ment from the company was a substantial reduction of the selling' 
price without an adverse effect on the economics of the scheme. 
The company sought to justify the high difference between the 
selling price and cost of raw materials as a due remuneration to* 
the company for providing the farmer with technical services to 
obtain a precise balance of all nutrients necessary for his soil. It 
also claimed that, it was an accepted national policy to encourage 
balanced fertilizers, even by paying subsidies, the question of con¬ 
sumer resistance did not arise. This was not acceptable to the IFC. 

77. Regarding the supply of basic fertilisers, while the company 
had short-term supply agreements and assurances regardirig future 
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•supplies from the State Government, it was riot in a position to 
obtain a definite commitment from the Government, which was 
itself dependent on the Central Fertilizer Pool. 

78. The company had entered into a sales agency contract with 
a partnership firm of 15 persons of whom 10 were related to one 
or more directors of the company. The IFC was opposed to the 
-company paying a substantial commission to this agency; especially 
in view of the fact that the State Government was to procure large 
quantities of the company’s product (the Government had already 
directed the company to reserve for it 70 to 75 per cent of its output 
of mixtures for the 1965-66 Rabi season). The IFC’s suggestion to 
annual the selling agency arrangement was not accepted by the 

company. 

79. As the company was not agreeable to these suggestions, the 
IFC, after giving due chance to the company to represent its views, 
finally rejected the application in April, 1966. 

VII. Time Taken to Process Applications: 

80. We studied this aspect on the basis of a random sample of 
26 companies—one-third of the companies to whom assistance was 
sanctioned by the IFC during the year 1965-66. The results of this 
investigation are summarised below. 

81. The following statement shows the distribution of the time- 
ing between the date of receipt of the company’s application and 
the date of sanction: 


Number 

Time-lag between receipt of of 

application and sanction cases 


Upto 3 months .......... 8 

3—6 n • to 

6— . t 

P —12 » 4 

More than 1 year .......... 2 

Total.26 


82. Most companies do not furnish full information at the time 
they first approach the IFC for its assistance. The Corporation 
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has, therefore, to spend a lot of time in seeking the requisite parti¬ 
culars. After receipt of complete information, however, the pro¬ 
cessing is speedy; this will be apparent from the following table: 
(This is a tentative conclusion; it is subject to further analysis_on 
the basis of the replies to the questionnaires already issued to indus¬ 
trial concerns who received assistance from the IFC). 


Number 

Time-lag between receipt of full of 

information and date of sanction cases 


Less than r month .......... II 

1 to 2 months.7 

2 to 3 months .......... I 

3 to 4 months .......... 3 

Over 4 months .......... 4 

Total. 26 


83. Thus 70 per cent (18 out of 26) cases were disposed cf in less 
than two months after getting the necessary information. Three 
out of four cases which took over four months were those for which 
the sanction had been recommended by the Advisory Committee 
subject to the fulfilment of certain conditions by the companies 
concerned. However, the companies themselves took a long time 
to satisfy the conditions and the matter could not, therefore, be taken 
earlier to the IFC Board for final sanction. 

' 84. The processing of six other cases was deliberately slowed 
down during the Indo-Pakistan hostilities in order to give a higher 
priority to some other cases which had a significant bearing on the 
country’s defence efforts. 

VIII. Procedural Improvements by the IFC 

85. Over the years, the IFC has made efforts to improve its pro¬ 
cedures so as to expedite the sanction and disbursement of assist¬ 
ance. These improvements are summarised below: 

86. When a concern approaches the IFC for assistance, it is sen: 
a preliminary questionnaire eliciting salient features of the pro 
posed project, the position regarding industrial and capital goods 
licences, technical collaboration etc. so as to enable the IFC deter¬ 
mine speedily if, the project is ripe for its consideration. 
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87. When the formal application form is sent to the concern,, 
simultaneously, a copy of the terms and conditions for the various 
forms of assistance is also supplied and the company is asked to- 
confirm their willingness to accept these. This expedites finalisa¬ 
tion of the terms and conditions after the sanction of loan. 

88. The application form has been made comprehensive over the 
years. Most of the information is elicited through well-designed 
proformae and statements and detailed explanatory notes are given. 
The company can always get help in filling up the questionnaire 
from the officials of the IFC either at the Head Office or at one of 
the Branches. 

89. During processing, many issues are clarified through personal 
discussions with the company’s representatives and through on-the- 
spot visits, which saves time spent in correspondence. 

90. The IFC has established its own legal department at the 
Head Office and has also a legal officer at each Branch. A com¬ 
pany has the option to submit to the legal department the title deeds 
of property to be mortgaged, right at the time of application which 
helps speedier completion of legal formalities before the disburse¬ 
ment of the loan. 

91. The IFC also grants interim loans on equitable mortgage, 
pending finalisation of legal formalities after sanction. 

92. The Corporation has standardised most of the forms for legal 
agreements. Recently standard loan agreement forms of seven 
different types (applicable to various cases) have been introduced. 
This has been designed to save time otherwise spent on drawing 
up loan agreements. 

IX. Rejection of Applications by the IFC 

93. While the IFC reduces the amounts asked for in many cases, 
it has so far rejected outright very few applications. The follow¬ 
ing statement gives a summary of the rejections during the period 
1st July, 1961 to 30th June, 19'66, corresponding to the Third Five 


Year Plan: 

Type of assistance sought 


No. of 
Projects 

Total 
amount 
involved 
(Rs. lakhs) 

Rupee loans . . . . 


9 

184-50 

Guarantee for deferred payments 

• 

. T 

20-00 

Un-'erwritings .... 

• 

. io 

57 -oo 



20 

261-50 
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94. The total number of companies involved was 15, of which 3 
-each were from Maharashtra and Gujarat, 2 each from Bihar and 
West Bengal and 1 each from 5 other States. In each case, a com¬ 
prehensive techno-financial appraisal. was made and the proposal 
was rejected only at the Board or the Advisory Committee level. 
The reasons for rejection were clearly indicated in each case. 
These could be classified under the following heads: (1) defective 
capital structure; (2) low profitability; (3) technical unsoundness 
-of the project; (4) management of a low calibre and (5) insufficient 
security for loan. In two of the cases, the request was for additional 
assistance, which was thought unnecessary by the IFC. In three 

• other cases, the rejection was only partial, in that a loan was sanc¬ 
tioned but underwriting was not mentioned. (This discussion of 

•the rejections is subject to further analysis based on the replies 
that we may get to the questionnaires we have issued to the con¬ 
cerned companies). 

95. These were, however, cases fully processed before rejection. 
A number of cases, although regarded as eligible for assistance, 
were not taken up for processing. The reasons in these cases were 

• only four: (1) the project was not yet ripe for assistance; (2) the 

• company could not obtain capital goods and other licences; (3) the 
company could not furnish adequate information to" the IFC regard¬ 
ing the project even after repeated reminders or (4) the request 
was withdrawn by the company itself as it could obtain assistance 
elsewhere. The total number of such cases and the total amounts 
involved are given below for the last three years. 


Year ended 30th June 

No of 

Amount 


cases 

(Rs. lakh*) 

1964. 

35 

I 309-09 

1965 • . .. 

57 

N. A. 

1966. 

39 

1033-85 


96. The amounts involved and the number of refusals seem to 
be large and do call for detailed analysis which we have not 
.attempted here. 


X. Time Taken for Disbursement of Loans 

97. There is generally a marked time-lag between the sanction 
;and disbursement of loans granted by the IFC. We collected in¬ 
formation on this aspect by calculating the time-lag between the 
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sanction and initial disbursement of 41 cases of rupee loans where 
the first disbursement was made during the year 1965-66 (July to* 
June). The following table gives the distribution of this time-dag.. 


Time-lag 


Number 
of cases 


Upto 6 months . ........ n 

6 months to i year ......... n 

1 year to i$ years .......... 4 

i$ years to 2 year? .......... 5 

2 year* to 3 years .......... 5 

Over 3 years ........... 5 

Total i 4 A’,v f V . 41 


98. It will be seen from this table that only in 11 i.e. about one- 
fourth of the cases, the first disbursement was made within 6 
months of the sanction. In 10 cases, one fourth of the total, the 
lag was over 2 years, being as much as more than 3 years in 5 of 

' hese. 

99. There are several reasons for this. First, the disbursement 
schedule is planned taking note of the project construction scheduled 
at the time of drawing up the loan agreement. The IFC loan is 
always for specific items of construction such as buildings, plant 
and equipment etc. Quite often, there are delays in project cons¬ 
truction. Most of the construction schedules originally intimated 
by the companies could not be observed for lack of important ma¬ 
terials, this problem having been particularly acute during the 
last two or three years. Secondly, in all cases, the loan from the 
IFC is only one of many sources from which projects are financed. 
Very often there are delays in the raising of finances by the com¬ 
panies from these other sources, complementary to the IFC such 
as the new issues market, foreign parties and other institutions. 
This naturally delays the actual call-up by the company on the IFC 
loan. This situation has become increasingly serious due to the 
present state of the capital market as a result of which companies 
are finding it extremely difficult to get their capital issues under¬ 
written. A part of the blame for this attaches to the IFC also, as: 
it generally refuses to underwrite even small public issues to the: 
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full, making it necessary for the companies to seek other sources?, 
also for underwriting. This problem is discussed in detail later 
in this report. Thirdly, the disbursement is subject to a number 
of conditions rightly stipulated by the IFC, for example, revalida¬ 
tion of the expired industrial licence, modification of a selling: 
agency agreement etc. Many of these conditions are in the nature 
of safeguards to ensure that the company would be able to meet 
its liabilities in respect of the assistance disbursed. 

100. Fourthly, the disbursal cannot start till certain legal for¬ 
malities such as execution of the loan agreement and mortgage and' 
personal security deeds are completed. It is essential for the IFC" 
to ensure that the company has a clear title on the assets mort¬ 
gaged. A lot of time is taken in satisfying these conditions. 

101. The IFC, however, has tried to reduce these difficulties by 
establishing its own legal department and placing its services at- 
the disposal of the applicants who can have their title deeds exa¬ 
mined even while their applications are being processed and before 
a formal sanction is given. It has also made the provision of grant¬ 
ing interim loans which can be availed of after sanction, before all 
legal formalities are completed. 

102. However, we thought it necessary to study the specific 
reasons for such delays in selected cases. The attached statement 
of eleven cases selected at random from the forty-one mentioned 
earlier gives the apparent reasons for most of the delays. This is,.; 
however, subject to the replies we may receive to the questionnaire 
we have issued to the industrial concerns who received assistance 
from the IFC during the last three years. 

Time-lag Between Sanction and Initial Disbursement of Rupee- 
Loans in Respect of Cases where the first Disbursement was~ 
made during 1965-66 ( July to June ) 


SI. Amount of Date of Date of 

No. loan sanction first Reason 

sanctioned disburse- 

(Rs. lakhs) ment 

12 3 4 5 

x 150-00 28-9-62 1-3-66 The company had other rupee resources 

to meet its commitments i.e„ share- 
capital of Rs. 300-00 lacs had been 
collected. Its drawals were so phased 
as to reduce the interest charge to the 
minimum, having regard to its re¬ 
quirement of funds. The debenture- 
trust deed in respect of the three series 
of debentures issued to the participa¬ 
ting institutions took time in finalisa-- 
tion and was executed only on 6-12-1965 _ 
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12 3 4 


5 


2 7'96 29-8-63 24 - 3-66 


3 9°'00 28-9-6i 6-7-65 


„4 90' oo 29-3*62 


The mortgage deed was executed by 
the company on 6-10-1964. It wanted 
letter of credit against the dollar loan 
opened so as to finance imports of 
machinery, while for rupee commit¬ 
ments, it had raised capital. The 
initial disbursement was sought for 
only early in 1966 when it had ex¬ 
hausted the other funds- 


Due to the delay in the finalisation of 
land acquisition proceedings, the 
society could not produce a clear and 
marketable title to the land to be mort¬ 
gaged to the IFC. It was, therefore, 
advanced an interim loan of Rs. 79-80 
lacs out of the loan of Rs. 90 lacs 
sanctioned to it by the Corporation on 
the 100% guarantee of the Govern¬ 
ment of Maharashtra on the sixth 
July, 1965. 


n-n-65 Due to delay in the completion of land 
acquisition proceedings, the society 
could not produce a dear and marke¬ 
table title to the land to be mortgaged 
to the IFG It was, therefore, sanc¬ 
tioned an interim loan of Rs. 88-89 
lacs (subsequently reduced to 
Rs. 83-42 lacs) on the 100% guarantee 
of the Government of Maharashtra. 


15-00 24-8-62 22-3-66 Due to delay in the receipt of the guarantee 

deed duly executed by the Govt, of 
Maharashtra, in respect of the 50% 
of additional loan of Rs. 15 lacs, the 
mortgage transaction was completed 
by the Company on the 22nd March, 
1966 when the amount of Rs. 15 lacs 
was advanced to it. 


16-50 28-12-64 18-3-66 After the sanction of the loan, the IFC 

made references to the IDBI and the 
Kreditanstalt for their approval. 
After the receipt of the above appro* 
vals, the terms and conditions of the 
loan were communicated to the Com¬ 
pany. The Company was able to 
obtain the import licence from the 
Central Government only in December, 
1965 and thereafter, the Company 
took about two months or so for the 
compliance of the various stipulations 
of the IFC and the initial disbursemen 1 
could not then be made earlier. 




7 34*67 18-12-64 11-4-66 


6 25*00 25-2-65 27-6-66 


80*00 28-6-65 6-1-66 


«o 3*30 30-7-64 9-7-65 


<1 35*00 28-6-65 19-11-65 


After the sanction of the loan, the neces¬ 
sary reference was made to the IDBI. 
The Company made changes in its 
scheme from time to time and it was 
not able to finalise the details of the 
plant and machinery to be imported. 
The Company also could not nirnish 
the required papers for the prepara¬ 
tion of the loan documents and in this 
way, the finalisation of the loan transac¬ 
tion was delayed. 

The loan and other facilities were sanc¬ 
tioned in Feb. 1965. Central Govern¬ 
ment’s approval to the sanction of the 
underwriting facility was received bn 
3-4-1965. Tentative terms and con¬ 
ditions were sent on 17-4-65 and the 
final . ernes on 27-5-1965. The Com¬ 
pany accepted the final terms and 
conditions on 9-6-1965. The company 
could complete the underwriting 
arrangements in December, 1965 and 
entered the capital market in Feb. 1966. 
The final result of the issue of the 
share capital was known in March 1966. 
The loan was disbursed after the 
inspection of the factory and books 
of accounts of the Company, which 
was carried out in May, 1966. 
The main delay was due to the diffi¬ 
culties of the Company in finalising 
its underwriting arrangements. 

The Company could not comply with 
one of the conditions of the loan, i.e. 
to raise an additional share capital of 
Rs. 70 lacs. It raised an additional 
capital of only Rs. 35 lacs against 
which a loan amount of Rs. 45 lacs 
was disbursed. 

The Company took considerable time 
in complying with certain conditions 
of the loan viz. raising of share capital, 
disposal cf investments etc. This 
being a debenture loan, the Company 
tlao took some time in issuing debentures 
and completing the mortgage docu¬ 
ments. 

One of the conditions of the loan was 
that the company would raise an addi¬ 
tional capital of Rs. 50 lacs befdre the 
loan was d sbursed. The Company 
took time in raising the additional 
capital. Further, this being a de¬ 
benture loan, the Company also took 
time in issuing debentures and finalising 
the mortgage documents. 


42 H. A.— 33 . 
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Conclusions: 

103. The foregoing analysis of the working of the IFC in terms 
of its objectives, organisational set-up, procedures, operational 
results and selected case studies, leads to the following conclusions:— 

104. The IFC has rendered assistance to a variety of industries,, 
both new and the established ones, and in granting the assistance 
it has observed the priorities which are in keeping with the 
national priorities Of industrial development, namely, those indus¬ 
tries which (i) facilitate agricultural development; (ii) increase ex¬ 
port earnings; (iii) substitute imports. In arriving at decisions re¬ 
garding financial assistance, it takes into consideration not only the 
Intrinsic merit of a project in terms of its profitability, cash-flow 
statement, etc., but also assesses its importance for the economic 
development of the country. It has rejected cnly a limited num¬ 
ber of formal applications for assistance and our scrutiny of the 
reasons for the rejections shows that they have ’ generally been 
valid. 

105. It has shown regard to the national objective of balanced 
regional development. This is apparent from the disbursement of 
a substantial proportion of the assistance to the units in the States, 
which are relatively backward in industry. However, it must be 
pointed out here, as was done in our discussion on the IDBI, that 
the IFC has to make a choice only from among the applicants and 
cannot create new applications from backward areas, if a sufficient 
number of requests from such areas do not come forward. There 
is much greater chance of helping the under-developed areas 
through promotional activities which, in fact, have been assigned 
to the IDBI and as recommended earlier in this report, the Bank 
should undertake such activities as early as possible. 

106. The IFC has gradually improved its procedures for 
sanctions and disbursement of assistance but it must be recognized 
that all these efforts are circumscribed by certain factors beyond 1 
its control. It renders assistance to applicants for completing the 
application forms and seeks clarifications through personal discus¬ 
sions, as much as possible, particularly through the regional offices,, 
yet the medium-level entrepreneurs and the new entrants in the 
industrial field waste a lot of time in furnishing full information. 
Their project proposals are most often vague at the initial stages 



APPENDIX V 

CASE STUDY ON EXCHANGE CONTROL 

In order to have an insight into the working of Exchange Control 
at Government level, a study was made of the caees received 
during May, 1(966 in the Exchange Control Section of the 
Department of Economic Affairs, Ministry of Finance. This 
Section deals with the cases relating to ‘invisibles' excluding 
those concerning collaboration agreements etc. This Section is also 
responsible for the administration of the Foreign Exchange Regula* 
tions Act (Act 7 of 1947), its amendment in the light of experience 
gained and the issue of various Notifications and Rules and Regula¬ 
tions under the provisions of the Act. A study was also undertaken 
to see the working of the Exchange Control Department of the 
Reserve Bank of India, New Delhi. 

2. The total number of cases received during May, 1966, in the 
Exchange Control Section of the Department of Economic Affairs 
was 1248. Out of the 1248 cases 94, constituting nearly 8 per cent 
of the total, were referred by the Reserve Bank of India, Central 
Office, Bombay. 


3. Out of these 1248 cases, 776 (62.5 per cent) related to the follow¬ 
ing major categries: — 


Category 

Number 
of cases 

Percentage 

to 

Total 

I. Release of torcign exchange fo: higher studies/training 

83 

7-0 

2. Missions abroad .. , , 

136 

100 

3 International conferences .... 

118 

9”5 

4. ‘P* l ; orm , 

172 

14 0 

5. Release of foreign exchange to officials for i ncidental 
expenses (deputations and delegations) 

163 

13 0 

6. Release of foreign exchange under the various scholarship 
schemes. ........ 

114 

90 


4. Since it was not possible to study in detail all the 1248 cases 
both on account of non-availability of cases dealt with on other 
Ministries files as well as the time factor, 252 cases which were 
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110. The IFC charges a rate of about 8 per cent per- annum on 
the loans extended to the industrial firms and at this rate it can 
post recover the annual cost of its funds through a loan of Rs. 1:5 
lakhs. Thus, in order to break even, it can at best agree to give 
a loan of Rs. 15 lakhs and underwrite an equity issue of Rs 5 lakhs 
(no annual return being expected from the underwriting). 

111. Similar considerations prevail with other institutions and 
for the underwriting of Rs. 20 lakhs, therefore, the company will 
have to approach a number of sources for underwriting and this 
is a time-consuming process. This has, in fact, been the experience 
of many medium-sized enterprises in recent years. 

112. One way to mitigate this hardship would be to adopt a 
formal inter-institutional approach to all applications, not only to 
selected bigger projects, as at present, but also towards the typical 
medium-level and relatively unknown entrepreneurs discussed 
above. In this way, at one time, decision can be arrived at for the 
total assistance required by a concern, either one institution may 
entertain the entire request for assistance or two or more can 
jointly assist the project. Of course, this is only a short-period 
remedy. The long-run solution of the problem lies in the revival 
of the capital market, the study of which is beyond the scope of 
this report. 
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and they do not work out the cost estimates and financing propo¬ 
sals properly before coming to the institutions for assistance. This 
problem which arises primarily from lack of technical and financial 
expertise must again be tackled by a developmental and promotional 
agency like the IDBI. 

107. We have noted that while the larger projects are in a posi¬ 
tion to obtain their funds from the financial institutions expedi¬ 
tiously as a result of the inter-institutional approach recently 
started by the IDBI, the medium-sized projects involving a cost, say, 
between Rs. 50 lakhs and Rs. 1 50 crores still face great difficulties 
* n raising their requirements from the various institutions. 

108. As mentioned earlier in the discussion on the IDBI, the 
Bank has shown a passive approach to many such cases, just advis¬ 
ing them to go to other financial institutions and come back only 
when there is a residuary gap to be filled up. Such cases drift 
from one institution to another for lack of a coordinated approach 
towards their needs. 

109. This problem can be well illustrated by taking a typical 
example. Suppose a medium-level project, costing Rs. 100 lakhs is 
to be started by an entrepreneur who is not supported by or con¬ 
nected with any well-known business house, lie has to arrange 
for Rs. 40 lakhs of equity capital and Rs. 60 lakhs of loans if the 
debt-equity ratio is 1-5:1 (generally it will be around this ratio, the 
maximum permitted by the Controller of Capital Issues being 2:1). 
Assuming that the promoter and his collaborators contribute Rs. 20 
lakhs (since the promoters must have a substantial stake in the 
project and according to standard practice of the institutions, they 
should contribute at least 20 per cent of the project-cost), the com¬ 
pany has to raise another Rs. 20 lakhs of equity from public sub¬ 
scriptions in the capital market. If it approaches the IFC for 
assistance by way of a loan and underwriting of its capital issue, 
the IFC (in view of the present state of the capital market when 
80-90 per cent of the under-written amount is likely to devolve on 
the underwriter and thus lock up its funds without any annual re¬ 
turn for several years) would be willing to sanction only a combi¬ 
nation of a loan and underwriting facility in such a way that at 
least the cost of the total funds it commits should be recovered 
through the interest on the loan. Since the IFC itself gets its 
funds by paying interest rate at around 6 per cent per annum the 
cost of an amount of Rs. 20 lakhs given to the industrial concern 
would come to Rs. 1-2 lakhs annually. 
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started ip. May, ,1966 were, selected by random .sampling and follow¬ 
ed .till their final disposal.. These 252 cases included all the 94 cases 
referred by the Reserve Bank of Indie. The following table shows 
the level of disposal of these cases:— 


Level at which disposed of 

No. of 
cases 

Percentage 
to the 
total 

Under Secretary ..... 

e 

93 

37-0 

Deputy Seorcfary « .... 

4 

18 

70 

3. Joint Secretary . ..... 

• 

97 

385 

4> AdtStkxMi Secretary / Secretary . 

m 

6 

a -4 

5. Minister . . ..... 

• 

38 

15-1 

TtSTAL 

• 

25a 

roe-o 


5,. The. statement at page 523 shows the disposal pattern of these 
252 cases. It will be observed therefrom that a little over 75 per cent 
of these cases were disposed of in 4 weeks’ time. 


6. An analysis of the cases (94) referred to Government by the 
Reserve Bank showed the following disposal pattern: — 


Level at which disposed of 




No. 

Of cases 

Percentage 
to the 
total 

r Under Secretary 

. 

• 

• 

36 

38-3 

2. Deputy ecperary 

. 

• 

• 

9 

9-6 

3. Joint Secretary . 

. 

• 

• 

35 

37*2 

4. Additional Secretary/Secretary 

. 

• 

• 

2 

2* I 

5. Finance Minister . 

• • • 

Total 

• 

• 

12 

94 

12-8 

100*0 


It was observed that a little over 2/3rd of the cases from the 
Keserve Bank were disposed of in a period upto 4 weeks. 
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7. The following paragraphs give the position regarding disposal 
■r us's falling under certain- well defined categories. 

Similes Abroad: 

:: in all, 83 cases out of 1248 during May, 1966 under this <wte- 
i >i v w ere handled at Government level. In all, 11 cases were refesr- 
ud l>\ the Reserve Bank of India and the remaining 72 were direct 
applications from students either ab-initio or in appeal against the 
h < iM c of the Reserve Bank. The detailed study of the 22 cases 
m i.u sample of 252, showed the following disposal: 

}-U led 

iVu'u.ved by the liberal interpretation of the existing regulations j 

\cdasa relaxation not originally envisaged by the regulations . 4 

\ y ued as a relaxation which was then adopted as a general rule . . 3 

1 *.i: i Mid to approach the Reserve Bank of India instead of coming to 

. ..ivernment direct , .. ..... 5 


TOTAt .... 22 


a result of this study the following f»ctg were observed: — 

l.i Out of the 22 casts, in U Cases (50 per cent) certain high 
dignitaries at official or political level had written to the 
Government. 

i : ) Nearly 70 per cent of the cases in the sample required a 
dicision at the level of loint Secretary and above; half of 
these cases went right upfco Minister^ level. 

u) The policy, governing release of - foreign exchange uwdw 
this category is not a long-term one, so as to allow the 
prospective students to plan their future without any tew 
of missing the bus at the last moment. 

(i i The regulations are ndt well-publicised. 

( . i There is an unduly large number of applicants wishing 
to deal direct with GcMcmnsent instead of going to the 
Reserve Bank of India. 

i v; i Majority of rahrtatitifcs made arc ad hoc and do sat envies 
age amendment of the regulations. 
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10. The case study undertaken in the New Delhi Branch of the- 
Reserve Bank gave the following disposal pattern of the cases relat¬ 
ing to release of foreign exchange for studies abroad: 

■ Percentage 


Less than one week.20 

One week . 20 

Two weeks' ..11 

Three weeks . . , .. 20: 

Four weeks . . , . . , . . 4 4 

Six weeks . . . : . . . . 8 

Seven weeks. 3 

Nine weeks . . ... , . , 3 

Eleven weeks .. 3 

Twenty weeks . . • fv': .... 8 

Total . . . ' loo 


11. It was observed that 3/4th of the cases were disposed cf in 
periods ranging upta 4 weeks. The balance of 1/4th took more time 
because of the following factors:— 

(i) Incomplete information given by the applicants 

(ii) Cases not covered by the regulations but meriting consi¬ 
deration by Central Office/ Government of India. Nearly 
20 per cent of the cases were referred to the Central 

Office. 

Missions Abroad: 

12. Out of 1248 cases in May 1966, 126 cases (10 per cent of the 
total) pertained to release of foreign exchange for officials serving: 
in the Missions abroad as also for official activities of the various 
Missions. These cases include G.P. Fund advances; hiring of resi¬ 
dential and chancery accommodation; grant of car advances; medical 
expenses; education of children; purchase of articles Tike crockery 
and cutlery sets; radiograms etc., creation of posts; purchase/replace¬ 
ment of official cars; maintenance of accounts abroad; purchase of 
buildings etc. 

13. There is very limited delegation of powers to the Ministry 
of External Affairs while other Ministries like Commerce, Education, 
Food and Agriculture who also maintain certain posts abroad, do 
not haVe any power's of' incurring' foreien exchange, expenditure in 
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connection with their activities in the Missions abroad. The Minis¬ 
try of External Affairs has no powers at present under the following, 
items of expenditure: — 

(i) New service. 

(ii) New items where expenditure cannot be met from within 

the sanctioned grant under Missions abroad. 

(iii) Renting of property abroad involving payments of advance- 
rent of more than one year. 

(iv) Purchase and construction of property abroad. 

(v) Opening of new Missions. 

(vi) Creation of posts of First Secretary and above notwith¬ 
standing availability of savings in the budget grant to* 
meet the expenditure. 

14. Another interesting feature is that, while under the scheme- 
relating to enhanced delegation of Financial Powers, the Ministries 
enjoy vast powers from rupee expenditure point of view, they have- 
no powers in these matters if the proposals involve release of foreign: 
exchange. In the case of Ministry of External Affairs it, therefore,, 
boils down to a very anomalous position. There is considerable 
scope for delegation of powers in this field without in any way, 
hurting the foreign exchange position. This will reduce the work¬ 
load immensely in the Department of Economic Affairs and bring 
about speedy disposal of cases. 

Release of Foreign Exchange for Incidentals for Persons Going 

Abroad on Deputation: 

15. There is a Committee of Secretaries for dealing with cases of 
Government officials going abroad on deputation. These cases are 
put up by the “Associated Finance” of the Ministry concerned to the 
Secretary, Ministry of Finance, Department of Expenditure, for 
orders on behalf of the Committee of Secretaries. The approval, 
when given, is both for rupee and foreign exchange expenditure. 

16. After approval to the proposed deputation has been given, 
the Ministry concerned makes a reference to the Department of 
Economic Affairs, through the “Associated Finance”, if the sanction 
regarding deputation terms has not issued or direct with a copy of 
these orders, if already issued. This reference is made for release 
of foreign exchange for incidental expenses (on personal account). 
The exchange is released or prescribed scales. 
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17. Having abrogated the powers of dealing with cases of depu¬ 
tation abroad, there is no reason why powers could not vest in the 
Administrative Ministries for releasing foreign exchange on this 
account. As a matter of fact, powers already exist with Ministries 
for release of foreign exchange when officers are posted abroad. 

18. There went 183 cases under this category in May 1986, cons¬ 
tituting 13 per cent of the work-load during that month. This 
localisation adds to the work of the Department of Economic Affairs 
and could be conveniently dispensed with. 

Release of Foreign Exchange under the Various Scholarship 
Schemes: 

19. Here again, there is an unnecessary localisation in the Depart¬ 
ment of Economic Affairs. Bulk of the work is done by the Ministry 
of Education, who issue sanctions conveying the terms of award. 
These letters are endorsed to the Department of Economic Affairs, 
who in turn endorse these letters to the Branch concerned of the 
.Reserve Baijk of India. The Bank releases foreign exchange on the 
authority of these letters. 

20. During May, 1966 there were 114 cases under this category,, 
constituting 9 per cent of the work-load during that month. If the 
powers vest in ^.Administrative Ministry concerned to r endorse 
these letters direct to the Reserve Bank of India, source of annoy¬ 
ance to the awardees could be removed and wofk-load in the Depart¬ 
ment of Economic Affairs reduced considerably. 

International Conferences: 

21. Reserve Bank of India is empowered to release foreign ex*- 
change for Business Conferences, Technical Conferences, Medical 
and Scientific Conferences, where the number of attending dele¬ 
gates on all-India basis is less than 10. AH other applications are 
to be rejected by thl* Regional Office of the Reserve Bank, even with¬ 
out a reference to Central Office. 

22. Our case study showed that in all 118 cases under this cate¬ 
gory were dealt with by the Government, constituting 9.5 per cent 
of the work-load during May, 1986. The number of cases referred 
by the Reserve Bank under this head was only 7 while the balance 
of 111 were applications made direct to the Ministry of Finance or 
sponsored by various Ministries etc. 



23. All the 7 references made by the Bank related to participa¬ 
tion in Conferences not covered by delegated powers. As a matter 
•of fact they had powers to reject all these cases but Government 
had allowed participation in the same or similar conferences in the 
past. Hence the Bank did not reject these cases of their own and 
sought instructions from the Government. All the 7 cases were 
approved although in some the number of participants was restrict¬ 
ed 


24. This showed that far too many individual references come 

to Government. The reasons for this impasse are: 

(i) Powers of the Reserve Bank are too limited in the field. 

(ii) An attempt to pressurise the Government is made with a 
view to securing permission/release of foreign exchange 
for travel abroad on this pretext. 

The remedy lies in giving adequate powers to the Reserve Bank and 
following ligidly the rule that no individual applications will be 
dealt with by the Government. 

25. The case study also revealed that normally Ministries sponsor 
•cases without caring to look into the foreign exchange aspect and 
leaving it to the Ministry of Finance to accept or reject the recom¬ 
mendation. The Ministries conveniently forget that they are a part 
of the machinery of the Government and it is as much their duty 
to look to the need of conserving the much needed foreign exchange 
as of the Ministry of Finance. 

Medical Treatment Abroad : 

26. Foreign exchange for medical treatment is released subject to 
production of a certificate from the Head of the Medical Depart¬ 
ment of the State concerned stating that either the treatment for a 
particular ailment is not available in India or that the treatment did 
not have the desired effect. After production of the requisite 
medical certificate the Reserve Bank of India has really no judge¬ 
ment to make. 

27. Our case study shows that Government dealt with 39 cases 
during May 1966. Out of these 8 cases figured in our sample of 252 
cases chosen for detailed study. Out of these 8 cases two were referr¬ 
ed by the Reserve Bank. One of these involved Government funds 
while in the other certain peculiar circumstances existed, because 
•of heavy releases already made and the patient having shown ne 
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improvement, nor he being in a fit condition to travel-back to India. 
In another 2 cases the condition of medical certificate was-dispens¬ 
ed with, because of the standing of the. persons. Fifth was an “ap 
peal” case, exchange having been refused by the Bank- for non- 
compliance of. $he normal regulation of rendering proper accounts 
Appeal was, accepted. The sixth one related to medical eheck-up 
as distinct from medical treatment. Certain broad guidelines were 
laid down as a result of the decision in this case. In the other two 
cases, direct approach was made to Government for issuing instruc¬ 
tions to the Reserve Bank because of urgency.' 

28. The unduly large number of individual cases coming up to 
Government Was on account of the more favourable disposal than 
expected from or given by the Bank. 

29. The following time-pattern was observed in the disposal of 
cases under this category in the Reserve Bank of India, New Delhi: 

Less than one week . . . . . . . 70%. 

Upto two weeks.15% 

Upto three weeks.. 15% , 

One of the requirements under this category is that the exchange 
released has to be accounted for on return. In a number of cases it 
was observed that the Central Office directed cases to be closed even 
where the proper account had not been tendered or where it had 
come to notice that the person concerned had travelled to destina¬ 
tions and for periods beyond the scope of authorisation. In very 
few cases a. reference to the Enforcement Directorate for further 
investigations was made. 

Business Visits: 

30. Reserve Bank has complete powers to release foreign , ex¬ 
change for business travel for furtherance of trade, industry and. 
commerce provided it is established to the satisfaction of the.Reserve 
Bank that a personal visit is necessary. While Regional Offices can 
approve such visits-for a period not exceeding 30 days (Business 
visits for. export promotion can be approved by Regional Offices in 
excess of this period as well, without reference to Central Office) the 
Central .-Office-has full discretion to allow exchange for period in 
excess of 30 -days provided it is necessary to stay abroad for nego¬ 
tiations etc. v Exchange is released on specified scale and for this 
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: purpose applicants are categorised as ‘top ranking*, ‘middle group 
and'‘others’,' including ‘travelling salesmen’. An analysis of the 
releases made in 1965 is given in Annexure X Table II in Part I. 

31. The case study revealed that very few references to the 
Government are made by the Reserve Bank. Some references are 
made by the Ministry of Commerce to the Department of Economic 
Affairs even though they have powers to recommend applications 
direct to the Bank. 

A sample of Business Applications in the New Delhi BrancL 
of the Reserve Bank gave the following time-pattern for final dis¬ 


posal:- 

Less than one week .... 15% 

Two weeks.io% 

Three weeks . 20% 

Fcuxwcecks . ... 5 % 

Five ww ... 5% 

Six wirt , ..... 5 % 

Seven weeks . . . 10% 

fight weeks ... ... 5% 

Nine weeks .. 5% 

Ten weeks. 10% 

Twelve weeks 10% 


Total .ioo-o% 


33. The study brought out the following points:— 

(i) all applications are disposed of at the level of Assistant/ 

Deputy Exchange Controller and no powers vest in the 
Officers below; 

(ii) a check is made in each case about the outstandings in 
export proceeds and applicants with unduly large out¬ 
standings are not released exchange till they are able to 
bring down these amounts; 

(iii) except in the case of well-known firms, confidential bank 
reports on their financial standings are obtained and ex¬ 
change is released only when these reports are satisfac¬ 
tory; 
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(iv) normally, 50 per cent of the applications are disposed of it* 
about 4 weeks’ time and the delay in ether eases is due^ 
to:— 

(a) Incomplete information from the applicants; 

(b) Large outstandings against exports; and 

(c) Getting Bank Report on financial standing. 

(v) the number of references to the Central Office is very limit¬ 
ed and where a reference is made the reply is normally 
received by telegram or on telephone; in really urgent 
cases discretion is used and p ost-facto confirmation to- 
the action taken is sought. 

Emigration: 

34. While Indian nationals are not allowed any foreign exchange 
for migrating to other countries, except to the extent required under 
regulations of the country concerned and that too on repatriation- 
basis, foreign nationals domiciled in India and retiring from here 
are allowed certain specified remittance facilities both on capital 
and current accounts. Normaly all the cases are dealt with by 
the Reserve Bank and very few cases requiring an interpretation 
or relaxation of the policy come up to Government. Ihe case, study- 
conducted in the New Delhi Branch of the Reserve Bank revealed' 
that substantial delay occurs in disposal of cases under this cate¬ 
gory. For example, in the sample taken by us, it was seen that 20 
per cent of the cases took as much as 36 weeks for final disposal.. 
The reason for this delay is that meticulous care is taken to see that 
no unauthorised transaction takes place through this channel. This 
does cause annoyance and steps should be taken to scrutinise the- 
applications very carefully right on their receipt. The idea is that 
the applicant should be told once for all the requirements of exchange 
control rather than being addressed piecemeal. The other point to 
be borne in mind is that it is better to follow the spirit of the rules 
rather than the letter alone. In many cases while a particular docu¬ 
ment may not be available the same information is produced by the 
applicant in another form. The case in point is where an applicant 
produces his Pass Book in showing all his bank balances but still the 1 
requirements of the rules is not complete without an independent 
statement from the bank. Such like repetitive steps can be cut out 
conveniently. 
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Setting up industries Abroad: 

35^ Out of 1248 eases in May, I960, Government dealt with in all 
22 cases under this category. In our aaznple of 252 cases, 5 eases 
were scrutinised in detail. Out of these 5 cases. 2 were referred by 
the Reserve Bank and the remaining 3 came from the parties direct 
or through the Ministry of Commerce. Out of 5 cases 4 were dis¬ 
posed of at Joint Secretary’s level and 1 at Secretary’s level. The 
maximum time taken in 1 reference was 12 weeks 

36. The normal policy of the Government in allowing joint ven¬ 
tures abroad is to allow investment in the form of exports of Indian 
machinery and technical know-how, cash remittances being allowed, 
where absolutely necessary. The cases are considered, apart from- 
the political considerations where a good return on investment is 
expected, keeping in view the general record of the country con¬ 
cerned for allowing remittances on account of dividends and capital 
repatriation, when needed. Consultation with the Ministry of Com¬ 
merce, the Ministry of Industry, the Ministry of External Affairs, the 
Enforcement Directorate, the Company Law Board and the DGTl> 
is necessary before coming to a final decision. There is a small cell 
functioning in the Ministry of Commerce to deal with such eases. 
The study revealed that the scrutiny by this cell was not an exhaus¬ 
tive one with the result that much delay took place because of 
references to and fro and consequent delay in arriving at a final 
decision. Another factor which was brought out as a result of fhe 
Study was that it was left to the Department of Economic Affairs 
to consult other Ministries including the DGTD. With the proper 
coordination in the Ministry of Commerce, it should be possible to 
cut out much procedural delay, the references coming to the Depart¬ 
ment of Economic Affairs at the last stage for consideration from 
foreign exchange point of view when the case is otherwise rine for 
a final view being taken. 

Employment of Technicians/Payment of Technical Fees etc.: 

37. With the increasing role of Public Sector in the industrialisa¬ 
tion of the country more and more foreign technicians have to be 
employed and payments made for technical consultancy agreements. 
There is no delegation of powers for making such payments by the 
administrative Ministries concerned with various Public Sector 
Projects, except to the Ministry of Defence. It was generally observ¬ 
ed that the Department of Economic Affairs are not in any vant¬ 
age position to scrutinise these proposals of their own. Of necessity 
they have to depend on the technical advice of the administrative 
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Ministries and other technical agencies like the DGTD. It would 
be in the interest of the projects if complete powers are given to 
the administrative Ministries or the Public Sector Undertakings for 
making payments on account of foreign technicians and technical 
•consultations abroad. 

Public Sector Undertakings: 

38. There is an ad hoc Committee of Secretaries to deal with 
proposals for approving deputation abroad of officers from Public 
Sector undertakings. The Deputy Secretary incharge of Exchange 
•Control Section in the Department of Economic Affairs acts as the 
Secretary to the Committee. In November 1966 a decision was taken 
to allow Blanket Permits to export-oriented Public Sector Under¬ 
takings for their officers to go abroad without coming up to the ad 
hoc Committee of Secretaries through the normal channel of their 
administrative Ministry. It may be mentioned in this connection 
that such facilities are already available to private Business Houses, 
•depending on the quantum of exports and the commodities in which 
they edal. In the case ot Private Sector Undertakings, after each 
visit against a blanket permit, full information about the exchange 
utilised and the purpose achieved is given to the Reserve Bank. In 
the case of Public Sector Undertakings it has been laid down that 
they will have to take the approval of the administrative Ministry 
■before deputing any individual abroad. It is true that one step 
-from the normal channel has been cut out yet it does not place 
Public Sector Undertakings on the same footing as a private sector 
firm. It would perhaps be enough if it were left to the judgment of 
the Board of Directors to be the final judges and if at all necessary, 
-the whole process could be subject to a Post-mortem examination 
by the administrative Ministry so as to find out if the facility 
■had been properly used. 

39. In May 1966, there were 18 cases relating to release of foreign 
•exchange to officers going on deputation abroad from Public Sector 
■Undertakings. 17 cases were approved and one was rejected. It 
-was observed that normally cases falling under this category were 
disposed of within one week, exceptions being there only in such of 
the cases where some additional particulars were required. Judged 
frpm this we can safely assume that grant of blanket permits would 
cut out at best this period of one week on an average. Even this 
will be illusory as it is quite likely that the administrative Ministry 
would now take more time in giving a particular approval. 
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T» FORM: 

40. ‘P’ Form control was introduced w.e.f. 8th June, 1962. It 
was observed at that time, as a result of a sample survey undertaken 
fcy the Reserve Bank of India that at least 60 per cent of the per¬ 
sons who travelled abroad, went without any release of foreign, ex¬ 
change. Out of these persons, at least half of them stayed in free ports 
like Aden in the West and Singapore in the East to pick up un- 
authorisedly their foreign exchange requirements. There had been 
a substantial fall in the inward remittances and the obvious conclu¬ 
sion drawn was that the large number of people who travelled with¬ 
out any foreign exchange utilised the un-remitted savings of Indians 
abroad. In order to plug this lacuna, it was decided to introduce 
this control so that nobody could travel abroad without having 
Specific permission of the Reserve Bank to do so or without having 
been released foreign exchange for bonafide travel purposes like 
studies abroad, business visits, Haj, medical treatment, attending 
international conferences etc. Even at that time certain modes of 
travel and destinations were left outside the purview of the control 
c.g. persons travelling by deck to East Africa, Middle East ports and 
South East Asian countries. Travel to Ceylon and Pakistan was 
partly outside the control. 

41. The case study in the Department of Economic Affairs show¬ 
ed that in a single month of May, 1966 Government dealt with 172 
cases relating to ‘P’ Form control. This constituted nearly 14 per 
cent of the total work-load during that month. In the sample of 252 
cases taken, by us out of a total of 1248 cases during that month, 91 
cases were subjected to detailed scrutiny. 30 out of these were re¬ 
ceived from the Reserve Bank and the remaining 61 were direct from 
individuals or sponsored by various Ministries of the Government. 
Out of the 30 cases, referred by the Bank, 13 had been cleared by the 
Bank and reported to Government for information. These 13 cases 
related to visits on the invitation of British Council, Agencies of the 
U.S. Government and some Government to Government cultural ex¬ 
change programmes. The Bank has no powers to clear these cases 
but for want of time they cleared them and reported them to the 
Government for information. Another 13 cases referred to the 
Department of Economic Affairs, were cleared in consultation with 
the Ministries of External Affairs, Labour and Employment, Educa¬ 
tion, Health etc. depending on the nature of the visit. Normally, 
private hospitality of an individual type is not fit enough for being 
accepted in terms of the rules extant. However, out of the 4 remain¬ 
ing cases referred by the Bank 3 were approved and only one was 
42 H. A.— 34 . 
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rejected. It was also observed that out of 91 cases a little more than. 
l/3rd had to go upto the Joint Secretary’s level for final disposal. 
It may also be pointed out that ‘P’ Form control is being used as an 
instrument of control from political and other angles totally uncon¬ 
nected with purely foreign exchange considerations. The study 
generally revealed that a major portion of the time and effort is be¬ 
ing spent at government level to attend to this category alone. 

42. Tables IV and V in Annexure X in Part I, indicate the number 
of ‘P’ Forms approved ever since the introduction of this measure and 
also the trend in inward remittances over about a period of 11 years 
It will be seen therefrom that the inward remittances which totalled 
about Rs. 78 crores in 1957, fell down to about Rs. 40 crores in 1962. 
These remittances appreciated by Rs. 20 crores in 1963 but there has 
been a constant fall thereafter. As regards the number of ‘P’ Forms 
approved, it has been averaging about 50 thousand per annum. It 
is significant to note that even after devaluation when the coStof 
travel both by way of fare and maintenance expenses went up by 
57.5 per cent there has been no downward trend in the number of 
approvals. These facts and figures clearly bring out the conclusion 
that the ‘P’ Form control has not been able to arrest the downward; 
trend in inward remittances nor has it been able tb arrest the num¬ 
ber of persons going abroad without release of foreign exchange. 
Even the figures of remittances by foreign airline companies given 
in Table VI, Annexure X in Part I lead to the same conclusion^ 

43. A study in the New Delhi Branch of the Reserve Bank reveal¬ 
ed that this control had led to many mal-practices by travel agents 
and created a distinct class of persons whose stock-in-trade is their 
knowledge of loop-holes in the control and their power of manoeu¬ 
vrability in circumventing the various rigours of the Control. Even 
though by an amendment of the Foreign Exchange Regulations Act 
in 1965 “a person who receives otherwise than through an authoris¬ 
ed dealer any amount by order or on behalf of any person resident 
outside India” has been made a culprit in the eyes of law, it has not 
been possible for the Enforcement Directorate to break the ring of 
illegal Post-Offices which are carrying on the compensatory trans¬ 
actions. Apart from procedural difficulties, the meagre Enforcement 
staff is unable to do any substantial work in this behalf because of 
the basic fact that these compensatory transactions result in very 
huge profits which cannot be obtained by sending remittances abroad 
through regular channels of authorised dealers. The attractiveness 
of holding foreign exchange balances abroad is more so for financing 
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smuggling activities and travel constitutes only very infinitesimally 
small portion of the multitude of illegal transactions. 

Conctasdons: 

44. One pertinent conclusion which emerges out of the study is the 
unduly large number of individual cases dealt with by Government, 
which consumes much of the time at all levels in dealing with 
cases of release of foreign exchange or grant of ‘P’ Form clearance 
to individuals for travel abroad for one reason or another. The 
sample taken by us showed that as many as 56% of the cases were 
disposed of at the level of Joint Secretary and above, out of which, 
cases disposed of at Minister’s level accounted for 13 per cent. The De¬ 
partment of Economic Affairs are concerned with the formulation 
of the policy governing such travel but the administration of ex¬ 
change control regulations in this respect is a responsibility of the 
Reserve Bank of India. Normally, there should be no occasion for 
individual cases to be referred to Government. The reasons why 
cases come to the Department of Economic Affairs are firstly because 
Ministries of the Government of India as well as State Governments 
or other highly placed dignitaries take up cudgels on behalf of indi¬ 
viduals and secondly because sometimes cases do arise which are 
not covered by the rules one way or the other. 

45. It will be a very healthy practice for the Department of 
Economic Affairs to leave all cases to the Reserve Bank to deal with 
except for cases directly sponsored by the Government. The gene¬ 
ral principle for the Ministries to follow should be, as far as possible, 
not to get involved in purely executive work. This should be left 
to the Bank which operates the Exchange Control and has its own 
yardsticks for the release of foreign exchange for purposes of travel. 
In regard to cases where the existing rules are not clear it would 
be much more appropriate for the Reserve Bank itself to take a 
decision at the highest level and make a reference to the Govern¬ 
ment only when absolutely necessary, taking into account any 
special features in cases, capable of being spelt out into a general 
policy later—while taking a decision in such cases, the Bank should 
be encouraged to give its recommendations based on their vast 
practical experience. 

46. We also found that considerable delay was attributable to 
the lack on the part of applicants of knowledge of the rules, regula¬ 
tions and procedural aspects thereof. No doubt, at times, Press 
Notes are issued by the Government and the Reserve Bank cover¬ 
ing broad policies but they are soon forgotten by the prospective 



clientele. Tneit aie prescribed forms in each category of transac¬ 
tion for making applications to the Reserve Bank. It will be ap¬ 
propriate if along with these forms the applicant is given a printed 
brochure on the subject detailing what he is required to do and his 
entitlements under the regulations. 

47. We were somewhat amazed to find that while the officials in 
the local Branch of the Reserve Bank were fully conversant with 
rules and regulations, more often than not they were unable to 
follow or appreciate the spirit behind a particular regulation. 
Decisions to be enforced judicially must carry with them the com¬ 
plete understanding of the spirit of the rules. This is possible if 
the Government and the Central Bank inform the Regional Offices 
properly of the background of a particular decision. This approach 
will give a mucfh better satisfaction ultimately to the applicant 
even in the case of a rejection. 



DISPOSAL PATTERN OF 252 CASES 


Level of final disposal 


Tin 

U.S. 

D.S. 

J.S. 

Addl. 

Secy/ 

Secre¬ 

tary 

F.M. 

Total 

% 

Less than l ok 

48 

2 

II 

1 

6 

68 

27-0 

one week 

. 9 

2 

II 

1 

4 

27 

IO -7 

2 weeks 

IO 

I 

23 

2 

5 

41 

163 

3 weeks 

14 

4 

II 

1 

8 

38 

iS-o 

4 weeks 

3 

• • 

8 

1 

5 

17 

70 

5 weeks 

• * • 

2 

2 


I 

5 

20 

6 weeks 

• • • 

I 

6 


2 

9 

3-6 

7 weeks 

. I 

, . V 

I 


I 

3 

1-2 

8 weeks . 

4 

• • 

4 


I 

9 

3-6 

9 weeks . 

1 

• • 

• • 



I 

o -3 

10 weeks . 


I 

2 


• • 

3 

1-2 

ji weeks . 


• • 

I 


2 

3 

1*2 

12 weeks . 

. 

ft 

9 


I 

IO 

4-0 

14 weeks . 

. 

I 




X 

0-3 

15 weeks . 

. 

I 



I 

2 

o- 8 

16 weeks . 

. 


2 



2 

0-8 

17 weeks . 



I 



I 

0-3 

18 weeks . 

2 

1 

I 



4 

1*6 

24 weeks . 


1 

I 



2 

o-8 

28 weeks . 



I 



I 

03 

over 28 weeks 

I 

1 

2 


I 

5 

2'0 

Totai. 

93 

18 

97 

6 

38 

252 

100-0 
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APPENDIX VI 


CASE STUDY ON THE WORKING OF THE CAPITAL GOODS 

COMMITTEE 


Background 

Prior to January, 1957, there was no Capital Goods Committee 
and the applications for import of Capital Goods were considered in 
the C.C.I. & E.’s Office within the foreign exchange quota made avail¬ 
able to them for the purpose. The procedure for processing the 
applications was simple enough. Licences were issued by the 
C.C.I. & E. after obtaining the necessary indigenous clearance from 
the D.G.T.D. in the case of scheduled industries and by the State 
Directors of Industries in the case of non-scheduled industries. 'The 
mode of financing was free foreign exchange and a6 such there were 
no difficulties of the nature of finding out the alternative sources of 
financing. 

2. In early 1957, an acute shortage of foreign exchange was felt. 
T his necessitated a selective approach to the application so that the 
available foreign exchange resources may be availed of to the best ad¬ 
vantage of the development of industries in the country. With, this 
object in view an Inter-Departmental Committee called the “'Capital 
Goods, and Heavy Electrical Projects Committee” was constituted in 
January, 1957 under the chairmanship of the Secretary of the then 
Ministry of Commerce and Industry. In July, 1960 another Com¬ 
mittee known as CG ad hoc Committee was formed under the chair¬ 
manship of the C.C.I. & E. The jurisdiction of this Committee now 
is as follows:— 

(a) Import from Rupee Area—Rs, 20 lakhs. 

(b) Import from U.S.A. and other countries—Rs. 5 lakhs. 
Cases beyond these limits are to be considered by the reconstituted 
Capital Goods Committee. 

3. The Composition of these two Committees may be seen at Ap¬ 
pendix ‘A’ to this case study report. Besides these two Committees, 
there is another Committee known as local C.G. Committee at Bom¬ 
bay under the chairmanship of the Textile Commissioner, Bombay, 
to consider cases for textiles. 


SM 
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Function of the C.G. Committee 

4. The function of the C.G. Committee is to screen the applica¬ 
tions received for import of capital goods in terms of their necessity 
and availability of foreign exchange. The C.G. Committee meets 
once in a fortnight and C.G. ad hoc Committee meets once every 
week. 

Procedure for Submission of Import Applications 

5. Applications for import licences for capital goods should be 
made, in duplicate in the application form prescribed in the relevant 
Import Trade Control Policy Book (form ‘E’) together with seven 
copies of the list of goods proposed to be imported. The detailed 
procedure is given in the Hand Book of Rules and Procedures of 
Import Trade Control, 19156. 

6. It may however, be noted that procurement of a licence under 
the Industries (Development & Regulation) Act, whenever such a 
licence is required will be a pre-requisite for the grant of an import 
licence for the import of capital goods. 

Procedure for Processing of Applications for Capital Goods 

7. D.G.T.D. borne Units.—The applications are passed on by the 
Coordination Directorate to the Directorate concerned for scrutiny 
from the essentiality and indigenous angles. On receipt of the 
applications the D.G.T.D. will send an acknowledgement-cum-dcfici- 
ency letter to the applicant acknowledging the application and point¬ 
ing out any deficiencies in it. The applicant will be given a specified 
time to make up the deficiencies or to furnish further information 
or clarification as may be necessary. If the applicant does not fur¬ 
nish the required information or clarification etc. within the specified 
time-limit the application will be liable to be recommended for 
rejection. 

8. Other Units.—In respect of applications for import of Capital 
Goods from industrial units other than D.G.T.D. borne units these 
are considered and dealt with in the same manner as in the case of 
D.G.T.D. borne units by other sponsoring Authorities. 

9. After scrutiny by the D.G.T.D. the applications are sent to the 
administrative Ministries. The Industries Sections of the Ministries 
with the help of the comments of the D.G.T.D. prepare summaries 
of the cases in the prescribed form and manner and submit the 
summaries for consideration by the C.G. Committee to the Foreign 
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Exchange Section of the Ministry of Industry. The Foreign Exchange 
Section is the Coordinating Section for receiving summaries and 
framing the Agenda for placing before the C.G. Committee. The 
C.G. Committee considers these applications taking into account, 
among other things, the priority of the project, the availability of 
foreign exchange, indigenous availability, requirements of imported 
raw materials, export possibilities, import savings, if any, etc. 

10. The decision of the C.G. Committee is communicated to the- 
administrative Ministries by the Foreign Exchange Section. The- 
Industries Sections concerned then issue letters to the parties in¬ 
forming them of the Government’s decision. Simultaneously the 
firm’s applications and other relevant documents are forwarded to 
the C.C.I. & E. by the Industries Sections for issue of import licences^ 

11. As a general rule, applications for import licences for substan¬ 
tial values of plant and machinery which are required for the set¬ 
ting up of new projects or for substantial expansion are considered 
only against one or more of the following acceptable means of 
financing:— 

(a) Long-term foreign investment in the capital of the pro¬ 
ject; 

(b) Foreign exchange loans for the project from the indus¬ 
trial Credit and Investment Corporation of India, Bom¬ 
bay, and the Industrial Finance Corporation, New Delhi; 

(c) Long-term foreign exchange loans from financing institu¬ 
tions abroad, such as the U.S. Economic Development Loan- 
Fund, the U.S. Export-Import Bank, the Commonwealth- 
Development Finance Corporation, London and the Inter¬ 
national Finance Corporation, Washington. 

(d) Imports financed by the National Small Industries Cor¬ 
poration of India, New Delhi, under their hire-purchase 
scheme for small-scale industries; 

(e) Loans to the Government of India from foreign govern¬ 
ments or financial institutions, against which cash licen¬ 
ces can be granted; and 

(f) Trade and Payments Agreements between the Govern¬ 
ment of India and foreign countries against which cash, 
licences can be granted. 
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Procedure for Import of Capital Equipment against Foreign Invest¬ 
ment 

12. In cases where the cost of imported machinery is fully cover¬ 
ed by foreign investment like equity participation and where such, 
participation is less than 50 per cent, no reference to the Capital 
Goods Committee is necessary for clearance of import of capital 
goods, once the terms of foreign collaboration including financial: 
participation are approved by an administrative Ministry under 
powers delegated to it by the Ministry of Finance. In such cases 
the import licence is issued by the C.C.I. & E., on the authorisation, 
issued by the administrative Ministry. 

Scope of the Present Case-Study 

13. The Study Teams on Import and Export Control Organisa¬ 
tion and the Directorate General of Technical Development under 
the Chairmanship of Shri H. C. Mathur had examined the present 
procedure of import of Capital goods and have made a number of 
recommendations to streamline the procedure for speedy disposal. 
The Study Team on Import and Export Trade Control Organisations 
has also conducted a case-study on the import licensing of capital 
goods. The Study was confined to the present procedure and 
average time taken by DGTD an CCI & E. This case study is 
confined only to the working of the Capital Goods Committee. 

14. Cases which came up before the Capital Goods Committee 
Meetings during the months of October in each year of 1963, 1964 
and 1965 were taken up for examination. In all six meetings were 
field during this period and 188 cases were considered. The nature 
of disposal of these 188 cases is as follows:— 



I 9«3 

1964 

1965 

Total 

% 

Total number of cases consideredJ 

<4 

83 

4* 

18S 

100 

Total number of cases approved . 

52 

56 

35 

143 


Total number of cases approved and kept 
on the waiting list ... . 

2 

II 

. , 

13 

T 

' Total number of cases rejected 

I 

9 

I 

II 

7 

. Total number of cases deferred or with¬ 
drawn 

9 

7 

5 

21 

II 


15. Ministry-wise and Section-wise details are given in Table I 
attached to this case study report. 
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<Casefj Approved 

16. About 76 per cent cases have been approved by the Capital 
Goods Committee. The details of the major sources of finance 
approved are given below:— 


Source of finance 

1963 

1964 

1965 

Total 

% 

i. IFC/ICICI. 

37 

22 

13 

72 

50 

2. Direct Credits. 

6 

13 

9 

28 

20 

3. Rupee Payment. 

3 

8 

5 

16 

II 

4. Foreign private investment and private loan 

6 

13 

8 

27 

19 

Total . 

52 

56 

35 

143 

TOO 


A sizeable number of cases viz., 50 per cent have been approved 
against IFC/ICICI Loans. 20 per cent cases have been approved 
against direct credits not of desired source but some other Credits 
like Italian, Dutch, French. At best there will be only few cases 
approved for credits like West German and Yen. About 11 per 
cent cases were cleared against Rupee Payment Countries. Re¬ 
maining 19 per cent cases were cleared against private loans or 
foreign private investment. 

17. In most of the cases the Committee has approved cases 
•against sources not asked for and were diverted to IFC/ICICI, 
Rupee Payment, Private Loan or credits like Italian, Dutch, or 
French. Due to this reason, number of cases have come up again 
in subsequent Meetings for change of the source. This is the main 
cause of delay in issuing the import licences. 

Cases Approved Against IFC/ICICI 

18. The total number of cases approved by the Capital Goods 
Committee were 143, of which 72 cases were diverted to IFC/ 
ICICI. Out of 82 cases only ten specifically asked for IFC/ICICI 
sub-loans, because of the fact, that they had either approached in¬ 
formally these Institutions and secured some assurance or had earlier 
some foreign exchange loan from these Institutions and wanted only 
some increase. Rest of the cases were simply diverted to these 
Institutions. In the Capital Goods Summaries, parties had given 
names of only those countries from which they wanted to import. 

19. In earlier years parties were being referred to lending Institu¬ 
tions like IFC and ICICI rather liberally and cases of comparatively 
lower priorities were being sent up to them. Number of cases divert¬ 
ed to these Institutions rose from 55 in 1861-62 to 151 in 1962-63, 
284 in 1963-64 and 98 in 1964-65. From 1964-65 onwards, caae « of 
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high priority were also referred to these Institutions because there 
was an acute shortage of foreign exchange from that year. From 
1965-66 1FC has also deliberately slowed down its activities to a 
certain extent and formulated a system of inter-se priorities to be 
used as guide-lines in taking up applications for financial assis¬ 
tance. The following are the important priorities:— 

(i) Industrial projects which will make a significant contri¬ 
bution to the defence of the country. 

(ii) Industrial projects which will make a significant contribu¬ 

tion to agriculture, particularly additional food produc¬ 
tion. 

(iii) Industrial projects, the implementation of which will 
make a significant contribution to the country’s export 
earnings. 

(iv) Industrial projects likely to effect a significant substitu¬ 
tion of imports, which, would otherwise have continued. 

20. The trend of the Capital Goods Committee has been changed 
from the year 1966. Now, only cases of priority industries are being 
diverted to these Institutions. 

Cases Approved Against other Sources 

21. 28 cases were cleared against Direct Credits. Only in 6 cases 
alternative sources were given while in rest of the 22 cases, the 
sources were the same as asked for by the parties. 

22. 16 cases were cleared against Rupee Payment Countries of 
which 11 had themselves asked for Rupee Payment Countries while 
in 5 cases parties had asked for non-rupee countries but were 
diverted to Rupee Payment Countries. In most of the cases cleared 
against foreign investment and private loans, parties asked for it 
and got the approval according to their choice. 

23. Sufficient care was not taken by the Capital Goods Committee 
to see whether a project was ready to utilise the foreign exchange 
before any allocation was made to it, because there is no column in 
the Capital Goods Summaries indicating this information. Even 
DGTD or concerned administrative Ministries did not mention in 
their comments about the readiness of the project to utilise the 
foreign exchange, Sometime back, a review was made by the 
Economic Adviser, Ministry of Industry of the progress of licensing 
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and there were found a number of case where foreign exchange al¬ 
locations were there but import licences were not issued due to the 
reason that import applications were not submitted by the parties, 
for months after the Capital Goods Committee’s approval. 

24. From the cases covered in the case study, it was difficult to- 
ascertain in how many cases parties had not submitted import 
applications as the information was not given in the Capital Goods 
Summaries. Industry Section’s files also did hot give information 
in all cases. 

25. Ministry-wise ,and Section-wise details of these cases are 
given in Table II attached to this case study report. 

Cases on the Waiting List 

26. 13 cases (7 per cent) have been approved and kept on the 
waiting list for various credits. Details of these cases are given in 
Table III attached to this case study report. Three cases, which 
were cleared on 28th October, 1964, against Swiss Credit are still 
on the waiting list. Six cases were subsequently cleared against 
some other source. In one case foreign exchange was released 
after 8 months and import licence issued accordingly. In another 
case, foreign exchange out of yen credit was released after one 
year but the party could not make any progress and the foreign 
exchange allocation was withdrawn after 14 months of allocation. 
Latest position of the two cases was not available on account of the 
non-availability of the concerned files. 

Procedure adopted in Releasing Foreign Exchange for cases on 
the Waiting List 

27. Whenever some funds are available, a list of all cases on the 
waiting list for a particular credit is prepared by the Foreign 
Exchange Section of the Ministry of Industry. After scrutiny from 
the priority or necessity angle, a draft list of cases to whom foreign 
exchange is' to be released is put up to the Secretary of the Capital 
Good6 Committee for approval. The Secretary of the Capital Goods 
Committee then obtains the approval of the Department of Econo¬ 
mic Affairs, Ministry of Finance in case the foreign exchange is not 
released by the Department of Economic Affairs. Otherwise 
approval is obtained from the Chairman of the Capital Goods Com¬ 
mittee. The Capital Goods Committee as such is not consulted. 

Cases Rejected 

28. It would be seen from the statement given in the 14th para 
above, that only 11 cases (6 per cent) were rejected out of 188 cases 
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considered by the Capital Goods Committee during the period 
covered by our case study. During 1963 and 1965 only 1 case each 
was rejected out of 64 and 41 cases respectively. The reasons for 


rejection are given below:— 

No. of 

Reason for rejecting the case cases 

1. Shortage pf foreign exchange . .4 

2. Deferred payment terms not acceptable to the Govt. ... 2 

3. Deletion of export condition not approved.i 

4. Rejected for the desired source and suggested alternative sources . 4 

Total.11 


29. Some of the items of manufacture in these cases were Chip 
Board, Coated Paper, Acetic Acid, Caustic Soda and Rubber Goods. 

Cases Deferred or Withdrawn 

30. Out of 188 cases, 21 cases, i.e. 11 per cent were deferred for 
consideration due to one reason or the other. Details of these cases 
are given in Table IV attached to this case study report. The 
reasons of deferment are also given against each case. Some of 
the cases have not come up again so far while some of them have 
been cleared subsequently. 

Ministry-wise Applications 

31. The details of the Ministry-wise applications are given below: 

Ministry 1963 1964 1965 Total % 


1. Industry 47 

2. Commerce 1 

3. Petroleum and 

Chemicals 7 

4. Food and Agri¬ 

culture (Sugar and 
Vanaspati Dte.) 1 


65 

2 


30 

1 


142 

4 


76 

2 


17 


5. Mines and Metals 4 


5 3 


6. Iron and Steel. 


4 7 


3 14 7 


Total 64 83 41 188 100 


It would be seen from the above table that 76 per cent of the appli¬ 
cations were from Ministry of Industry alone while the remaining 
24 per cent were shared by all the rest of the Ministries. 
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Import Licences 

32. Out of the 143 cases approved by the Capital Goods Com¬ 
mittee, import licences have been issued in 62 cases i.e. 43 per cent- 
Details regarding foreign exchange allocation source-wise are 
given below. 

No. of 
cases 

Total in which Column (3)' 

Source of finance No. of import as % of 

cases licences column (2) 
have been 
issueb 



(I) 


(2) 

( 3 ) 

( 4 ) 

I. 

IFC/ICICI. 


72 

24 

33 

2. 

Direct credit. 

* 

28 

14 

SO 

3 . 

Rupee Payment .... 

& 

16 

8 

y> 

4 - 

Foreign investment and private loan 

• 

27 

16 

59 


Total 

• 

143 

62 

43 


Reasons for Slow Licensing 

33. The following are the two main reasons tor siow licensing:— 


(i) Foreign exchange has been sanctioned to some parties 
who are not serious to implement the schemes. 

(ii) Parties were sanctioned foreign exchange from the sour¬ 
ces other than asked for. 

Export Condition 

34. Out of 143 cases approved, only in 3 cases conditions regard¬ 
ing exports were imposed. In 1 case, the condition was that the 
party had to earn foreign exchange through exports, double the 
value of the import licence. In the other two cases the repayment 
of the loan was to be exclusively through exports. It is not clear 
whether these export conditions imposed are strictly followed or 
not. There should be somebody who should be responsible to main¬ 
tain the propei records and accounts about the exports by a parti¬ 
cular firm. 

Indigenous Clearance 

35. OGTD clearance was obtained in 35 cases out of 143. Six 
cases were cleared subject to DGTD’s scrutiny. In the remaining, 
two cases, it was mentioned in the Capital Goods Summary t&rf 
the cases are recommended subject to DGTD’s clearance but there 
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was no mention in the Capital Goods Minutes about this condition. 
Generally the Capital Goods Summaries which are considered by* 
the Capital Goods Committee are supposed to give information, 
about the indigenous clearance. 

Imported Raw Materials 

36. Not a single case has been noticed where the Capital Goods- 
Committee has rejected the case on the ground of requirements of 
imported raw materials, though there is a column in the Capital 
Goods Summaries about the requirements of imported raw mate¬ 
rials. 



Table I 


•STATEMENT SHOWING NUMBER OF CASES APPROVED, REJECTED OR 
DEFERRED IN. THE C.G MAIN COMMITTEE’S MEETINGS DURING 

I 9 « 3 — 19«5 




1963-1965 

Number of cases 


Approv- 

Ministry/SectionJ ed 

Waiting- 

list 

Rejected 

Deferred 

or 

withdrawn 

Total 

I. Ministry of Industry 

.ENGINEERING INDUSTRIES 

i. AEI(I) Siction 

6 

I 

• • 

I 

8 

.2. AEI(II) Section 

3 

I 



r 

3. EEl Section 

I C 

I 

* . 

2 

14 

4. EI(M) Section 

14 

SLk 

• • 

I 

l6 

3. LEI(A) Section 

5 

.. 

I 


6 

6. LEI (B) Section 

6 

I 

I 

I 

9 

7. LEEI Section . 

14 

3 

• • 

2 

t 9 

8. MEI Section 

18 

2 

* • 

I 

21 

NON-ENGINEERING 

INDUSTRIES 

9. Cement Section 

2 

• • 

•• 

I 

3 

10. LI(I) Section 

16 


I 

2 

19 

a 1. LI(II) Section 



2 

I 

10 

12. LI(III) Section . 

9 


I 

3 

13 

Total—M inistry of Industry 

no 

II 

6 

15 

14* 

II. Ministry of Commerce 

2 



2 

4 

III. Ministry of Petroleum and 

12 

2 

2 

I 

17 

Chemicals 

IV. Ministry of Food and Agri¬ 
culture (Sugar and 

Vanaspati Directorate) 

5 


•• 

I 

6 

V. Ministry of Mines & Metals 

3 


I 

I 

5 

VI. Ministry of Iron& Steel 

11 


2 

I 

14 

Grand Total 

143 

13 

II 

21 

188 
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Table II 

STATEMENT SHOWING NUMBER. OF CASES APPROVED (FINANCE- - 
SOURCE-WISE) DURtNG 1963-1963 





Number of cases 


Ministr y/Section 

I PC/ 
ICICI 

Direct 

Credit 

Rupee 

Payment 

Foreign 

Invest¬ 

ment 

Total 

I. Ministry of Industry 

1. AEI (I) Section 

5 


I 


6 

2. AEI(II) Section 



I 

2 

3 

3. BEI Section 

S 


I 

2 

IX 

4. El (M) Section 

7 

4 

I 

a 

14 

5. LEI (A) Section 

2 

I 

I 

1 

s 

ip* 

6. LEI (B) Section 


Si J 

I 

1 

6 

7. LEEI Section 

6 

2 

X 

5 

14 

8. MEI Section 

10 

2 

4 

a 

18 

9. Cement Section 


I 

I 


2 

.0. L.I. (I) Section . 

4 

3 

2 

7 

16 

11. LI (II) Section 

3 


I 

2 

6 

12. LI(III) Section 

6 

a 


1 

9 

TOTAL —Ministry of Industry 

S 4 

16 

15 

>5 

no 

II. Ministry of Commerce 

I 

1 

• • 

*• 

a 

I. Ministry of Petroleum and 
Chemicals 

7 

2 

t 

2 

xa 

IV. Ministry of Pood and Agricul¬ 
ture (Sugar and Vanaspati 
Directorate) 


5 



5 

V. Ministry of Mines dr Metals 

3 




3 

VI. Ministry of Iron Or Steel 

7 

4 

•• 


IK 

Grand Total 

7 A 

28 

16 

27 

143 


5M 


42 H. A.—35. 





TABLB III 

STATEMENT SHOWING NUMBER OF CASES CLEARED BY THE G. < 5 . COM-" 
MITES AGAINST FORTHCOMING CREDITS ALONG WITH LATEST 

POSITION 


SI. Itemofmanu- Dale of. Amount Source Latest position 

No: tacture . approval approved of Credit 

(Rs. Lakhs) . 


i Pressure Die Casting 16-10-64 


P&H Shovels & Ex- 16-10-64 
cavators 


Steel Forgings & 28-10-64 
Malleable Iron Cas¬ 
tings. 


Steel Castings 

i- 


16-10-64 


5 Balancing Equipment 28-10-64 

for Tom Room. 

6 Carbon Film Resis- 23-10-63 

ters. 


7 A.C.S.R. Conductors. 16-10-64 


8 POwer Cables. 28-10-64 


4-90 


30-75 


9 Ball Bearings 


10 Handling Equipment 28-10-64 


Siwss Cre¬ 
dit 

U.S. Non- 

t roiectdc 
wus credit 


11-98 


4-50 


3-48 


Swiss Cre¬ 
dit 


U.S. Non- 
project. 


Swiss Cre¬ 
dit. 


5-90 4thYen 
Credit. 


4-00 


15 * 5 ° 


Bxim-Bank 

IV 


Canadian 

Loan 


t6r 10-64-35'86 


U.S. Non- 

project 

Loan 


2-75 U.K. Cre¬ 
dit 


F.E. not released. 


W.G. Credit was re¬ 
leased to the extent 
of Rs. a?’6 lakhs in 
January, 1 §M and 
balance still pend¬ 
ing. 

F.B. not released. 


The case was subse¬ 
quently cleared in 
its 139th Meeting- 
wprinst Belgian Gre¬ 
ff, g. imis ask savtr 


F.B. was released an 
24-10-64 but with¬ 
drawn on 18-Z-66 
as there was no 
progress. 

At the request of 
the party, the case 
was cleared on 29-5- 
196s against ICICI 
Loan A licence issued 
on 9-2-66. 

Latest position no 
known as the life 
was not available. 

In it* 144th Meeting 
held on 26-10-65 
the case was cleared 
against i-C/Yen Cre¬ 
dit or IFC Loan. 

Latest position not 
known as the flk 
was dot 
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SL Item ofmanu- Date of Amount Source Latest position 

No. facture approval approved of credit 

(Rs. Lakhs) 


ii H.T. Insulators . 28-10-64 


12 AAthraquinone 


3 Caustic Soda 


9-10-63 


28-10-64 


4-60 


14-50 


U.K. Cre¬ 
dit 


Italian 

Credit 


4*74 Canadian 
Loan 


On 22-6-61. FA was 
released and import 
licence was issued 
on 24-7-65. 

The case was subse¬ 
quently cleared 
against IFC/ICICI 
Loan and an impost 
licence for Rs. 10*54 
ipfchf i mwi oil 
16-12-65 


The case was subse¬ 
quently deared- 
against “U.S. Non¬ 
project Loan Wai¬ 
ting List”. 




Tapia tv 


..STATEMENT- SHOWING CASES DEFERRED OR WITHDRAWN ALONG- 

WITH REASONS 


SL 

Nth 

ItemogiyUnuftcture E^oof 

- Reason 


Meeting 



t Auto Ancillary 9 ^0-63 To ascertain from the party whether it 

would not be possible to import the 
equipment from out of a loan to be 
arranged by the party from their Principals. 

3 El&trfcal Capacitors 9-10-63 Postponed for the next meeting. 

3 Electrical Capacitpra »irlpr 6 3 r Withdrawn. 

4 Steel Castings 9-10-63 Technical feasibility of the sch‘TM" sArieM 

be looked into in view of the large capa¬ 
city asked for and the loan investment 
proposed. 

5 Conveyor Belts 23-10-63 Postponed for the next meeting. 

6 Power Cables i2-to-6s Whether the production ia exclusively or 

mainly for the use of Railways only 
and whether the Railways aje prepared 
to guarantee supply of raw materials. 

7 Electric Meters 26-10-65 Pending an enquiry about the equip ment 

already imported or acquired 
firm. 

8 Tungsten Carbide 28-10-64 Till further daeiOeation was obtained about 

the future import requirement. 

9 Cement 26-10-65 Until the foreign exchange position im¬ 

proved. 

10 Biscuits 9-10-63 Similarity of this case with the case of 

M/S Kolay Biscuits (P) Ltd. should be 
examined. 

11 Cotton Seed Oil 16-10-64 Discrepancies in the requirement of diffe¬ 

rent firms should be examined. 

12 Sanitary Wares etc. 13-10-64 Industrial licence of the party had already 

expired. 

13 Chlorinated Products 16-10-64 Pending the finalisation of the collabo¬ 

ration terms. 

14 Paper ... 28-10-64 More particulars to be obtained about 

the proposed collaboration. 

1$ Ammonium Bicarbonate 28-10-64 Pending discussion with the representa¬ 

tive of the firm about the complaints 
relating to the quality of the products. 


138 
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SL Item of Manufacture Date of Reason 

No. C.G. 

Meeting 


16 Rayon Yarn . . 23-10-63 

17 Jute Textiles 28-10-64 

18 Phthalic Anhydride 23-10-63 

19 Sugar .... 26-10-65 

ao Copper rod . . . 9-10-63 

t6-io-&| 


Case may be decided on file in oonaulta- 
t ton^g hb tlx? Department of Economic 

Pending discussions with the Assam Govern- 

machinery from Belgium or France. 

To be considered along with the proposal 
of the fom for $9 i pyi fogu r y of plastid- 


Peniiog an enquiry as to how the ICICI 
equip entertain application from the 
flHn before thi Arm got aearenfie from 
the Com mi ttee. 

Relative merits of the two cas$s to be looked 
into again attd thecas&majr be cleared 
on file. 

Till t|ie investigations into the affairs 
of the aohipMJy were' completed. 


21 Wire . 





Appendix ‘A’ 


1. 

2 . 

3 - 

4 - 

5 - 
6 . 
7 - 
8 . 

1. 

2 . 

3 - 

4 - 

c, 

6 . 

7 - 

8 . 

9 - 


COMPOSITION OF THE C.G. MAIN COMMITTEE 


Secretary/Special Secretary, Ministry of Industry Chairman 

Joint Secretary, Ministry of Finance (DBA) . 

Adviser Industries, Planning Commission 

Secretary, Department of Supply and Technical Develop¬ 
ment . Mtmbtr 

Joint Secretary, Department of Company Affairs 

Chief Controller of Imports and Exports ... 

Director in-charge of Foreign Collaboration Cases 

Economic Adviser, Ministry of Industry . . . Mmtbtr Sfgi 

COMPOSITION OF THE C.G. AD HOC COMMITTEE 
Chief Controller of Imports and Exports Chairman 


Deputy Secretary, Department of Economic Affairs 
Deputy Economic Adviser, Ministry of Industry 
Representative of N.S.I.C. 

Representative of S.T.C. 

Representative of Bxport Promotion Directorate. 
Representative of D.C.S.S.I. 

Representative of D.G.T.D. 

Deputy Chief Controller of Imports and Exports 


Mtmbtr 

Stcrttary 
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